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George H. Davis, Re-Direct 

[11767] GEOEGE H. DAVIS 

* # # 

Redirect Examination (Continued) 

By Mr. Goldberg : 

• • • 

[11769] Q. At transcript page 10538 and 10539, Mr. Myse 
asked you about the effect of an option in the Penn Water- 
Pennsylvania Power and Light Company agreement which 
you had discussed at page 44 of Exhibit 47. Was that 
option in effect in 1944? A. No. 

Q. Was it in effect in 1945? A. No. 

Q. Does that mean that the option had no bearing on 
the operations of the agreement between Holtwood and 
Pennsylvania Power and Light Company in 1944 and 1945 ? 
A. Yes. 

* # * 

[11773] Q. Referring to the question and answer begin¬ 
ning at transcript 10813, line 22 and ending at transcript 
10814, line 4, are we to understand that you have ignored 
the costs of Safe Harbor incurred for services supplied to 
the railroad in Maryland? A. No, you are not. 

Q. Did you ignore Safe Harbor’s costs involved in 
rendering service to the railroad in Maryland? A. No. 

Q. Will you please explain why you say no? A. 
Because all of Safe Harbor’s costs are reflected in the pay¬ 
ments made by Consolidated and Holtwood to Safe Harbor 
under Items E, F and G. 

Thus, since Holtwood’s payment of one-third of those 
costs is included in the total costs with which I was deal¬ 
ing in Exhibit 64, I have not ignored any costs which may 
be involved in the rendering of service to the railroad in 
Maryland for the account of Baltimore. 

In other words, one-third of Safe Harbor’s total costs 
[11774] are included in Holtwood’s costs for whatever 
service those costs may have been incurred, and I have 
treated that one-third as Holtwood’s costs, which they are. 
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Q. At transcript pages 10814 and 10815 you were ques¬ 
tioned concerning the assignment of facilities which are 
directly related to the service of only one customer. 

Have you assigned such facilities directly to the par¬ 
ticular customer in all cases? A. No, not in all cases. 

Q. Now, will you explain why you haven’t done that 
in all cases? A. The bill for Safe Harbor power ren¬ 
dered to Holtwood was not analyzed for the purpose of 
attempting to segregate costs of single-phase from the costs 
of three-phase generation at Safe Harbor, but was all as¬ 
signed to the pool. 

This appeared to be warranted because of the flexi¬ 
bility in operation of the single-phase and three-phase gen¬ 
erators provided by the frequency changer and the result¬ 
ing ability to transfer power from the single-phase to the 
three-phase buses, or in the reverse direction. 

From the fact, however, that single-phase equipment 
represents some investment in excess of equivalent three- 
phase equipment, and that in actual practice only a small 
proportion of the single-phase generation is converted for 
use in the three-phase system, it probably could be said 
that it is [11775] more accurate to segregate this excess 
cost and assign it proportionately to the railroad service 
in Pennsylvania and in Maryland on the same basis as the 
allocation of the Conestoga Substation. If this method were 
to be followed, it would reduce the pool costs by $46,900, 
and increase costs allocated to Baltimore by 39 per cent of 
this amount or $18,291, and increase costs assigned to the 
railroad for service in Pennsylvania by 61 per cent, or 
$28,609. 

* • • 

[11776] Q. Now, at transcript pages 11106 and 11107, you 
were asked about the use of the 25-cycle equipment at Holt- 
wood for serving customers other than Baltimore Com¬ 
pany. 
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Do you wish to modify any of your answers on those 
pages? A. Yes, my answer on page 11106, line 11 re¬ 
quires some modification. 

Q. Will you please state what modification you think 
is required? A. The energy going through the fre¬ 
quency changer from the 25-cycle to the 60-cycle bus on 
the peak day was as much as 14,000 kilowatts during cer¬ 
tain hours, which was considerably larger than I had indi¬ 
cated. 

Furthermore, I find that during the peak day of 1944 
as much as 6,000 kilowatts during one hour were delivered 
to Pennsylvania Power and Light Company at Lancaster. 
These data I find in Exhibit 42, page 20, column 40 and 42. 

Page 20 of the same exhibit, column 40 through 43 
also shows that during the hour ending at 6 p.m., Decem¬ 
ber 11, 1944, 4,000 kilowatt hours were delivered to Penn¬ 
sylvania Power and Light Company, 54,000 kilowatt hours 
were delivered to Highlandtown and 12,000 kilowatt hours 
delivered to the frequency changer for transfer to the 60- 
cycle bus at Holtwood. 

Q. The hour you refer to was the peak hour on the 
[11777] interconnected system? A. That 6 p.m., Decem¬ 
ber 11, was the hour of system peak for 1944. 

Q. At transcript 11106, line 15, you stated that you 
could hardly find a significant amount of power from the 
25-cycle generators at Holtwood getting to Coatesville. 

Have you had an opportunity to review any data for 
the purpose of verifying your answer? A. Yes, I have. 

Q. What have you reviewed? A. The data in Ex¬ 
hibit Number 42. 

Q. And as a result of that review, what have you 
found? A. I find on page 20 of Exhibit 42 in column 35 
during the hour ending 6 p.m., December 11, 1944, that 
55,000 kilowatts were sent out from the 13 kv 60-cycle bus 
at Holtwood to Holtwood’s customers in Pennsylvania. 

I also find on the same page, line 23, for the hour end¬ 
ing 6 p.m. of the same day that 12,000 of the 55,000 kilo- 
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watt hours were supplied from the 25-cycle generators at 
Holtwood. 

In other words, I find that the use of 25-cycle genera¬ 
tion during the hour of system peak in Area 6 for supply to 
Holtwood’s Pennsylvania customers was a significant 
amount. 

• • « 

[11779] Q. At transcript pages 11107 and 11109 you were 
asked about the joint use of eight out of ten generating 
units at Holtwood for service to all customers. Is that 
right? A. Yes. 

Q. Through these questions the ratios that you used in 
allocating total pool costs were applied to Holtwood hydro 
plant alone and at page 11392 it was computed that 16 per 
cent of the costs of this plant had been allocated to Balti¬ 
more, whereas 80 per cent of the generators were 25-cycle 
and with two exceptions, their total output was delivered 
to Baltimore. Does that present a true picture of the situ¬ 
ation? A. No, it does not. 

Q. Why not? A. The ratio on which costs of a 
group of properties are allocated does not necessarily apply 
separately to each individual item in the group. Pool costs 
were allocated as a group including Holtwood hydro and 
steam, one-third of [11780] Safe Harbor and some trans¬ 
mission facilities, and if one customer received only 25- 
cycle energy and another received only 60-cycle energy, no 
injustice was done by allocating to each the average cost 
of 25 and 60-cycle energy. There are several reasons why 
the allocation results in no injustice. 

In the first place, there is no significant difference 
between the cost of 25-cycle generation and the cost of 
60-cycle generation at Holtwood. 

In the second place, the largest part of the output of 
the 25-cycle generators at Holtwood has to be delivered 
to Baltimore whether it can be used there or not, because 
outside of the exceptions previously noted, it is the only 
outlet for the 25-cycle output from Holtwood. 
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Furthermore, Exhibit 42 shows that an amount equiva¬ 
lent to about 35 per cent of the 25-cycle energy delivered 
at Highlandtown is simultaneously transmitted back to 
Safe Harbor over the 220 Kv lines for use in its 60-cycle 
system in Pennsylvania. In view of this situation, it is 
clear that the costs of 25-cycle generation at Holtwood and 
perhaps, some part of the cost of the Highlandtown trans¬ 
mission should be allocated to the pool. 

Q. At page 11144 you were questioned as to the allo¬ 
cation of general plant on the basis of the average of the 
classified plant and it was stated in criticism of that method 
that some items in general plant were used entirely [11781] 
in connection with the Highlandtown line. 

Do you consider that your method needs correcting 
for that reason? A. No, I do not. 

Q. Will you state why not? A. General plant is 
made up of a number of items which are not considered 
susceptible of direct classification with any of the standard 
property groups. It is impractical to allocate general plant 
item by item, and while any item related—if there was such 
an item—entirely to the Highlandtown line would not be 
allocated 100 per cent to Baltimore by my method, which 
is the method commonly used, there would be allocated to 
Baltimore a portion of some other items only remotely 
related to it so that the over-all result is considered as accu¬ 
rate as it is practicable to obtain. 

Trial Examiner: When you say it is a method 
commonly used, do you have in mind any particular 
case? 

The Witness: In practically every case that I have 
ever seen, intangible and general plant is spread over the 
classified items on the ratio of the totals of each classified 
group. 

Trial Examiner: Do you know of any reported 
case where that has been done? 
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The Witness: I don’t have one in mind right now. I 
think it is a very common method of allocating property 
that [11782] is not susceptible of classification into the 
standard groups of production, transmission, distribution. 

Trial Examiner: Do you have any reported case 

available in your notes ? 

The Witness: I have no recollection of one at this 
time. I think I could easily find one. 

By Mr. Goldberg: 

Q. At pages 11259 to 11264 you were asked concerning 
the demand you used for the railroad load which you sub¬ 
stituted for the actual demand at the hour of the inter¬ 
connected system peak. Why did you use the billing de¬ 
mand instead of the actual demand at the hour of system 
peak? A. The railroad load creates such rapidly fluctu¬ 
ating demands that the load at any selected hour may 
greatly misrepresent the capacity requirements for that 
load. 

This fact is fully recognized by the railroads and the 
power suppliers and demand charges are based on the aver¬ 
age of several maximum daily demands during the month 
instead of the single maximum, such averages being con¬ 
sidered more accurately representative of the capacity 
required. 

Such an average also serves as a more accurate meas¬ 
ure of the cost of service to such a load than would the 
actual load at one particular hour. 

The demand charge from the Pennsylvania Railroad 
Company is based on the average of the three highest daily 
mayimnm [11783] demands during the month, and this bill¬ 
ing demand for the month of December was used for the 
purpose of determining the capacity required for this load. 

Q. At transcript 11265 you were asked about the actual 
station use and loss in connection with dependable capacity 
un der adverse flow conditions, which was reported as 
23,000 kilowatts at the time of system peak. 
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Will you please explain why you used that figure? 
A. Because it was the amount actually reported in Form 
12 for “Baltimore System’’ at the peak hour when 300,000 
kilowatts was generated. 

Q. Should any revision be made in that 23,000 kilo¬ 
watts, in your opinion? A. Yes, I believe so. 

Q. What revision should be made? A. Since in my 
study, 251,000 kw is used as the estimated generation under 
adverse conditions, I think the 23,000 should be propor¬ 
tionately reduced to reflect the loss associated with the 
251,500 kw. 

# # # 

[11788] Q. Mr. Davis, isn’t it a fact that special facilities 
represent a part of the costs of delivering kilowatt hours? 
A. Certainly. Ordinarily all those costs of the special 
facilities would be included with the other costs and com¬ 
puted on the basis of kilowatts and kilowatt hours. 

# * # 

[11789] Q. In other words, if I understand your answer, 
Mr. Davis, setting them up separately is a matter of form 
rather than of substance. Isn’t that so? A. Yes. 

Mr. Sparks: I am sorry. I don’t understand that 
now. Setting what up separately? 

Mr. Goldberg: Costs of special facilities. 

• * • 

[11790] By Mr. Goldberg: 

Q. At Transcript pages 11177 and 11178 Mr. Myse 
asked you whether Table 4 included all of the costs of Holt- 
wood Company and you testified that Counsel’s statement 
was right so far as it went, isn’t that right? A. Yes. 

Q. When you testified at Line 4 of Transcript 11178 
that “You—” —meaning counsel for Respondent— “are 
right [11791] as far as you go,” what did you have in mind? 
A. The costs to which he referred as not being included 
in Table 4 were costs of interchange energy purchased from 
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Pennsylvania customers, which costs were entirely offset 
by the sale of interchange energy to the same customers, 
resulting in a net revenue which I took into account. 

Q. In other words, it hasn’t been left out in the sense 
that it has been ignored. Is that right? A. No, it has 
not. 

* • * 

[11885] Recboss Examination (Continued) 

By Mb. Myse: 

• • • 

[11896] Q. Now, will you look at E, F and G for a moment, 
Article VII, page 10? A. I don’t have a copy of that 
contract with me. 

Q. We will furnish you with one. 

That article covers generally the furnishing of trans¬ 
mission lines by Holtwood to Baltimore for the transmis¬ 
sion of energy sold by Safe Harbor to Baltimore. Isn’t 
that right? A. That is right. 

[11897] Q. And included in that article on page 10 is a 
provision that if for any reason Holtwood fails to transmit 
or cause to be transmitted to Baltimore any of the energy 
sold by Safe Harbor to Baltimore Co., Holtwood will forth¬ 
with purchase all such energy from Safe Harbor at Safe 
Harbor and pay therefor at the rates payable by Baltimore 
Company under Article V of E, F, and G. Isn’t that right? 
A. That is right. 

Q. Now, that means, does it not, that if Penn Water 
or Holtwood, as specified in that contract, fails to transmit 
whatever energy may be sold by Safe Harbor to Baltimore, 
it is required to pay for all that energy itself, isn’t it? 
A. That is right. 

Q. And receive it. Isn’t that right? A. That is 
right. 

Q. Now, you don’t find anything like that in any of 
these Pennsylvania contracts, do you? A. No. 

Q. Now, what effect, if any, did you give to these 
various provisions in Articles IV, V, VT, VIE, VIII and IX 
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of these Items “H” and “I”, and Article VII of E, P and 
6 in your Exhibit 64? 

• • * 

[11898] Mb. Goldberg: I don’t think that there is any¬ 
thing in the redirect examination of the witness Davis, 
Mr. Examiner, or during the cross examination of 
the witness Davis by Mr. Sturtevant, which makes that 
a proper question, and I object to it on that ground. 

Trial Examiner: The objection is overruled. 

The Witness: These particular articles in H and I 
are the basis for the statement I made on cross examination 
that in economic effect the entire output of Holtwood is 
sold for the account of Baltimore, and they are the basis 
for my considering that the interchange energy was a part 
of the residual to which Baltimore was entitled and was 
sold for its account. 

The basis for my including that revenue in the revenue 
received from Baltimore— 

By Mb. Myse : 

Q. Well, I don’t want to dispute with you, Mr. Davis, 
but as I understood your testimony at that time you were 
limiting the basis for those conclusions to Article VUI of 
H and I. 

Do you now include Articles IV, V, VI, VII and IX, 
as well as Article VUI? A. I don’t want to pin it to 
those. I think I stated I included the entire contract with¬ 
out picking out parts that specifically applied. 

[11899] Q. Well, did you consider Article VII of E, P 
and G in any way in coming to the conclusions you did in 
Exhibit 64? A. Only except that the costs of transmis¬ 
sion are included in Holtwood’s costs. 

Q. Well, if tomorrow Holtwood Company were to fail 
to transmit the energy sold by Safe Harbor to Baltimore, 
what effect would that have on your Exhibit 64? A. I 
hadn’t considered that. 
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Q. Well, can’t you consider it now in answering my 
question? 

Mb. Goldbebg: What is your question now? I ob¬ 
ject to the question, if I understand it, Mr. Examiner, 
because it has been answered. 

Mb. Myse: Well, it has only been answered by 
saying he hasn’t considered— 

Tbial Examinee: The objection is overruled. 

The Witness: If tomorrow the 220 kv lines should 
fail— 

By Mb. Myse : 

Q. Mr. Davis, let me correct you. I haven’t said that. 
I said that if tomorrow Penn Water should fail for any 
reason to transmit the energy sold by Safe Harbor to 
Baltimore, how would that affect your Exhibit 64? A. 
Well, if I understand you, that is the same thing. 

Q. Well, in my mind it is not. 

Tbial Examinee: You may answer the question, 

Mr. Witness, [11900] as you started there. 

The Witness: It would simply mean a redistribution 
of the energy sold by Safe Harbor to Baltimore. 

By Mb. Myse : 

Q. In that event, all the energy sold by Safe Harbor 
would be sold—at least whatever was sold to Baltimore 
prior to the time of that failure would be sold to Penn 
Water. Is that it? A. It would be sold to Holtwood and 
delivered to Baltimore by Holtwood. 

Q. And then Holtwood’s cost of purchased energy, as 
you considered it in Exhibit 64, would be increased, would 
it not? A. Yes. 

Q. It would be increased by the amounts of the pay¬ 
ments theretofore made by Baltimore Company. Isn’t that 
right? A. I am not sure about that. 
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Q. Well, doesn’t the contract say in the event of such 
a failure Holtwood—that is, Penn Water—is required to 
purchase whatever energy was theretofore sold by Safe 
Harbor Company at Safe Harbor to Baltimore, and pay 
Safe Harbor for that energy at the amounts that Baltimore 
Company theretofore paid Safe Harbor under Article V? 
A. It says that in the amounts payable under Article V 
is an amount that will yield Safe Harbor a seven per cent 
[11901] return in addition to all operating expenses. 

Q. And in considering Aj*ticle V in connection with 
what it says under Article II, it would mean that Baltimore 
Company’s proportion of the payments is two-thirds of 
those expenses. Isn’t that right! A. That is right. 

Q. So that in the event of failure to transmit the 
energy sold by Safe Harbor to Baltimore, Penn Water or 
Holtwood’s expenses would be increased by two-thirds of 
the total expenses of Safe Harbor. Isn’t that right? A. 
That is a point I hadn’t considered before. 

Q. Well, isn’t it right? A. If there were no trans¬ 
mission of energy, that is if none of the energy sold by 
Safe Harbor to Baltimore were transmitted by Holtwood, 
it would seem that might be a possible effect. 

Q. Well, it would also be true if only some of the 
energy sold by Safe Harbor to Baltimore were not trans¬ 
mitted by Penn Water to Baltimore. Isn’t that right? 
A. There might be a proportionate reduction in the pay¬ 
ment. 

Q. So that if there were a failure tomorrow by Penn 
Water to transmit whatever energy is sold by Safe Harbor 
to Baltimore under E, F and G, it would have a material 
effect on your Exhibit 64, would it not? [11902] A. It 
might be true. 

Q. Well, it not only might be true, but it would have 
a material effect. Isn’t that right? A. Well, for the 
period during which that lasted, it would be probably the 
same conditions as if the line hadn’t been built. 
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Q. And if that were an indefinite period, it would con¬ 
tinue to have that effect on the conclusions you reached in 
Exhibit 64. Isn’t that right? A. Well, that would be 
the same as if any other radical change in equipment or 
arrangements should happen, and became permanent. I 
did not attempt to foresee those things in Exhibit 64. 

• * » 

[11905] Q. You pointed out that the Pennsylvania con¬ 
tracts are on an automatic, or as you put it, an auto¬ 
matically renewable basis. Is that right? A. Yes, that 
is right. 

[11906] Q. And that means, as I understand it, that unless 
they are terminated under the terms of the contracts by 
either of the parties thereto, they would extend indefinitely 
into the future. Is that right? A. That is right. 

Q. And that means that if they were so extended auto¬ 
matically and indefinitely into the future, Penn Water 
would continue to render service under those contracts, 
and the very terms of the contracts, until long after the 
Baltimore contract—and that is “H” and “I”—had termi¬ 
nated by its own terms. Isn’t that right? 

• • * 

[11907] The Witness: If the Pennsylvania contracts are 
continued indefinitely to the end of time, and the Balti¬ 
more contract is not renewed, your statement would be 
correct. 

* * • 

[11926] Q. Did you make any investigation to determine 
how many hours out of the year 1944 or any other year, 
there would have been more 25 cycle load converted at Holt- 
wood if there had been greater capacity in the frequency 
changers at Holtwood? A. I made a partial investiga¬ 
tion, not of every hour in the year, but of a selected number 
of hours in the year when Holtwood would be short of 
60 cycle capacity to supply its Pennsylvania customers, but 
had an excess of 25 cycle capacity, and the 25 cycle capacity 
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was delivered to Baltimore, and Baltimore returned 60 
cycle energy at the same time. The capacity in the fre¬ 
quency changers was limited at Holtwood, but they had 
more capacity in the frequency changers [11927] down in 
the Baltimore system. 

Q. Did you determine how many hours in the year 
1944 or any other year that that condition existed that you 
just referred to? A. I only studied the 20 days that 
we obtained hourly readings on for 1944. 

Q. Those 20 days aren’t typical in your opinion, are 
they? A. Well, there are some typical days there. That 
is not a Gallup Poll cross-section of the year, I will admit. 

Q. Well, which days did you consider were typical in 
making that last answer? 

Mb. Goldbebg: You mean typical in connection 

with the study you are now pursuing? 

Mb. Myse : That is right. 

The Witness: I would say significant days, such as 
peak days. 

By Mb. Myse : 

Q. Are you now saying that there are no typical days 
in Exhibit 42 in connection with the matter we are now pur¬ 
suing? A. No, I did not say anything like that. 

Q. Well, then will you point out to me which ones you 
so consider as typical? A. Well, there are typical days 
of the different [11928] periods. You can’t have a typical 
day for the whole year. There are typical days of low flow 
periods, typical days of high flow periods, typical days of 
maximum load period. 

Q. Well, then, as I understand you, there are no typical 
days in Exhibit 42 for the year? A. I do not think there 
is such a thing. 

* * * 

[11931] Q. Now, I am interested in having you go back to 
Exhibit 42 and point out just what days you considered 
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low-flow when there was 25 cycle generation converted to 
60 cycle at Holtwood. Can you do that quickly for me? I 
think you would look at column 42 in each case, would you 
not? A. From 25 to 60, is that right? 

Q. Now, which of the days in Exhibit 42 did you con¬ 
sider low-flow days when there were substantial amounts 
of energy shown in column 42 of Exhibit 42? A. I will 
correct my statement there. I was looking to the column 
where it goes the other way. 

Q. Which column were you looking at? [11932] 
A. I was looking at column 36. 

Q. So that means, does it, that so far as Exhibit 42 is 
concerned, it was the low-flow days when you would expect 
to find and did find the major portions of the sixty cycle 
energy at Holtwood being converted to 25 cycle, is not that 
right? A. Yes. 

Q. And it was the high-flow days, so far as Exhibit 
42 is concerned, that you did find that substantial portions 
of 25 cycle energy at Holtwood was converted to 60 cycle 
energy, is not that right? A. Yes. 

Q. Now, if you will refer a moment to page 11776 of 
the transcript of February 27, you there referred to the 
same subject matter, did you not? A. Yes. 

Q. Except that in that case you were referring to the 
specific hour and day of December 11, 1944. 

Now, that particular day was a high-flow day, was it 
not? I think if you will look at Exhibit 43 you will find that 
it is 37,400 Cfs. A. Yes, that is called a high flow day. 

Q. Now, if it had been an adverse flow day—that is, a 
low-river flow day, the conditions with respect to conver¬ 
sion would have been quite different, is that right? 
[11933] A. That should be true. 

Q. Well, it would be true, is not that right? A. I 
expect it would. 

* • * 

[11936] Q. Now, at various times in your testimony you 
have [11937] testified about 25 cycle energy being trans- 
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mitted from Holtwood to Highlandtown in an amount more 
than the Baltimore load requires, and specifically at page 
11456 you reiterated that statement, line 5, did you not? 
A. Yes. 

Q. Now, did you make any study to determine during 
what hours of any year, including the year 1944, Balti¬ 
more’s 25 cycle requirements are less than the 25 cycle 
delivery at Highlandtown? A. No, I did not study the 
Baltimore load—25 cycle load. It is only a question of fre¬ 
quency changer capacity at one end or the other. 

Q. Well, in order to make your answer at page 11456 
—in order to make it an answer that means something, you 
would have to know what proportion of the time Balti¬ 
more’s 25 cycle requirements are less than the amount of 
25 cycle delivery at Highlandtown, would you not? A. 
No, there is considerable 25-cycle generating capacity in 
Baltimore also which could—and there is converting equip¬ 
ment in Baltimore. I made no special study of the Balti¬ 
more load, either 25 cycle or 60 cycle customers’ require¬ 
ments. 

Q. Isn’t it a fact that at the time you gave that testi¬ 
mony on February 10, 1947, you did not know whether or 
not there was any 25 cycle generating capacity at Balti¬ 
more? [11938] A. I don’t recall that I did not. 

Q. Well, did you know at the time you gave your testi¬ 
mony on February 10,1947, that there was some generating 
capacity of 25 cycle capacity at Baltimore? A. I do not 
know whether I recalled it at that particular time. I had 
known, and I do now. 

Q. Well, at page 11459 you said, at lines 13 to 16, you 
did not know whether there was any actual generating 
capacity at 25 cycles at Baltimore. Are you changing that 
testimony now? A. I didn’t recall it—at that time. 

Q. Well, is there, or is there not? A. There is. 

• * * 

[11939] Q. Well, if there are some plans to remove the 
25 cycle generating capacity at Baltimore, that would les- 
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sen the likelihood of displacement as yon use the term at 
page 11456. Is not that right! A. Well, Baltimore 
generates less—could generate less 25 cycle energy and 
generate more 60 cycle and let its 25 cycle load be served 
through Highlandtown, and supply the 60 cycle energy to 
Holtwood, because Holtwood needed 60 cycle and had an 
excess of 25 cycle energy. That was the condition I 
referred to and that could exist even after some 25 cycle 
generating equipment might have been removed. 

Q. Well, the fact is that if you remove the 25 cycle 
generating capacity at Baltimore, it would—to that extent 
—lessen the probabilities that you spoke about at page 
11456, beginning line 5, is not that right! A. I would 
think it would increase the probability. 

Q. You mean if they took out the 25 cycle generating 
capacity at Baltimore that thereby the amount of Balti¬ 
more requirements of 25 cycle energy would be less! 
A. No, it would not affect the requirements for 25 cycle 
energy. 

Q. The requirement from some other system would be 
thereby [11940] increased. Is not that correct! A. Yes, 
that is true. 

Q. And the only place it can get it is from Holtwood! 
Is that not right! A. They have to take what there is at 
Holtwood, whether they need it or not. 

Q. Well, now, the fact is you just do not know whether 
Baltimore needs the 25 cycle capacity from Holtwood or 
not, do you! A. I know they have to take it whether 
they need it or not. 

Q. But you do not know whether they need it! A. I 
have made no study of the 25 cycle load in Baltimore. 

Q. So that means you do not know whether they need 
it, is not that right! A. Yes, sir. 

• • * 

[11941] Q. Now, at the bottom of page 11456 and the top 
of [11942] page 11457, you were talking about Holtwood’s 
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one-third of Safe Harbor, and Baltimore’s share of Safe 
Harbor power. Were you there referring to what you 
called the two-thirds entitlement of Baltimore? A. That 
is right, I believe. 

Q. Well, in giving your testimony at the bottom of 
page 11456 and the top of 11457, were you referring to 
Baltimore Company’s two-thirds share on an hourly, a 
daily, or an annual basis? A. Well, this question is not 
based on an annual basis. It is based on frequent times. 

Q. Well, I am asking you what you had in min d. A. 
I was answering the question, and I think I had in mind 
that this was at times during the year and not an annu al 
amount. 

Q. But my question to you now is: When you were 
referring to Baltimore’s share which you said was a two- 
thirds share, were you referring to it on an hourly, daily 
or an annual basis? A. I did not think specifically about 
hourly or daily but just at certain periods of time within 
the year. 

Q. Well, will you think about it now and tell me 
whether you are referring to Baltimore’s share on an 
hourly, daily or annual basis? 

• • * 

[11943] The Witness: Not on an annual basis. It might 
have been on an hourly or a daily basis. More likely an 
hourly basis would fit. 

By Me. Myse : 

Q. Now, back on page 11456, line 21, you say, “That 
is true,” to the statement by Mr. Sturtevant that some of 
this 25 cycle output at Holtwood is transmitted to Balti¬ 
more in exchange for part of Baltimore’s two-thirds share 
of Safe Harbor output, and used for interchange purposes 
with Pennsylvania customers, is that right? 
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The Witness : I think that happens at times. 

By Mb. Myse : 

Q. Now, that energy that is used for interchange pur¬ 
poses under the assumptions you made in Exhibit 64 is a 
use for the benefit of Baltimore, is not that correct? A. 
Well, you cannot divide that energy that comes up [11944] 
as to its use for interchange, or firm power. That is, I 
could not at the time I was preparing Exhibit No. 64 until 
later on when it was divided and it was shown that a small 
portion was used for interchange. 

Q. I did not ask whether you could divide it. I asked 
you whether or not that interchange we are speaking about, 
which comes up over the 220 lines, is—at least that portion 
of it undivided, if you will—constitutes a use of those 
lines for the benefit of Baltimore? A. I would say that 
small portion that was actually used for interchange was 
furnishing an outlet for Baltimore’s energy. 

Q. You say it is a small portion. Have you ever made 
any investigation to determine what portion is interchange 
use and what is firm power? A. No, Mr. Spaulding did 
that for me. 

• • • 

[11946] Q. Is it a document entitled, “Allocation of 
Assumed Energy Entitlements for the Year 1944”. Is that 
what you had reference to, Mr. Davis? A. Well, that 
was the title placed upon the later tabulations after they 
were requested, but they bear the same figures that are on 
Exhibit 143 for the two months there shown, and the title 
on that is “Energy Purchased by Baltimore from Holt- 
wood Company, from Safe Harbor Company and Energy 
Purchased by Baltimore Company from Holtwood Com¬ 
pany”. 

Q. Well, you recollect enough about Exhibit 143, now, 
do you not, to know that that exhibit was not furnished to 
you by Mr. Spaulding, is not that right? A. It was not 
furnished to me at all except from the filed exhibit. 
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Q. Filed by whom? A. I believe that was intro¬ 
duced—I do not remember who introduced that. 

Mb. Goldbebg: Goldberg marked it. 

Mb. Spabks: Mr. Goldberg introduced it. 

By Mb. Myse : 

Q. Now, will you look at the document entitled, “As¬ 
sumed Energy Entitlement, 1944”, which you referred to, 
and [11947] point out to me whether there is anything on 
that document which divides the energy displaced, as you 
called it, at Baltimore which comes up the 220 lines between 
energy used for the purposes of interchange and energy 
used in connection with firm power requirements, and I 
haven’t referred to Exhibit 143, Mr. Davis? A. These 
are the same figures that are on your so-called “Assumed 
Tabulation”. 

Q. I am asking you to refer to this document (indicat¬ 
ing). Will you do so, please, and point out to me anything 
in the nature that I asked for. 

• • * 

The Witness : This document does not divide the back¬ 
feed into the amount used for firm power and the amount 
used for interchange. 

* # • 

[11950] Q. Now, at page 11457, beginning line 16, you say, 
as I understand it, at times the 25 cycle energy generated 
at Holtwood is all used in Baltimore as such, is that right? 
A. That is what the statement says. 

Q. Well, I didn’t quote the statement, but I want to 
know if that means that at times the 25 cycle energy gener¬ 
ated at Holtwood is all used in Baltimore as such? A, 
Well, I meant the amount transmitted to Baltimore. I did 
not mean the exceptions of what might have gone through 
the frequency changer or up to Lancaster; those exceptions 
of course should be a part of that answer. 
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Q. And those exceptions, however, are pretty minor. 
Is not that right? A. At times they are. At other times 
they are not so minor. 

Q. Well, what is the maximum amount of any one of 
those exceptions in terms of kilowatts during any one hour? 
A. Oh, I think about 14,000 through the frequency changer, 
and 6,000 to Lancaster. 

Q. That would mean 14,000 kwh. during an hour? 
A. Yes. 

Q. Converted from 60 cycle energy to 25 cycle energy? 
A. Yes. 

[11951] Q. And did you say the maximum amount trans¬ 
mitted to Lancaster in terms of 25 cycles was 6,000 kw? 
A. That is the way I remember it. 

• * • 

Mb. Goldbebg: I think there has been a reversal 
of that 60 and 25 cycle. It is the question preceding the 
question about the 6,000 kw. 

* • • 

The Witness: Well, you hypnotized me. It was- 

By Mb. Myse : 

Q. Do you want to correct your answer with respect to 
conversion at Holtwood given a few answers back? A. 
That the 14,000 kilowatts was converted from 25 cycle to 
60 cycle instead of the reverse as it was stated. 

Q. That would be one of the exceptions you had in 
mind. A. Yes. 

Q. Now, it is also true that there could be times when 
14,000 kw is converted from 60 to 25 cycles and that would 
increase the amount transmitted to Baltimore in terms of 
25 [11952] cycle. Is not that right? A. The capacity is 
there to do that. 

Q. Well, that happens at times, doesn’t it? A. It 
might, I expect it might. I do not recall any. 
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[11956] Q. Now, will yon tnrn to page 11464, line 5, 
please. Lines, 5 through 7, where your answer appears. 
You there used the term or the phrase that Safe Harbor 
energy is diverted to Holtwood Company. What did you 
there mean in connection with the use of that phrase? A. 
It is delivered to Holtwood instead of being delivered phys¬ 
ically to Baltimore. 

Q. Well, the fact is that all of Safe Harbor energy is 
delivered physically to Holtwood; isn’t that right, and 
when I say Holtwood, I mean Pennsylvania Water and 
Power Company. A. I do not understand that is so. 

Q. Well, is it not a fact that all Safe Harbor energy— 
and by that term I understand you to mean energy [11957] 
generated at Safe Harbor—is delivered physically to Penn¬ 
sylvania Water and Power Company? A. Oh, I get you, 
yes—delivered to their transmission line. 

Q. Now, what did you mean there when you said some 
of that Safe Harbor energy is diverted to Holtwood Com¬ 
pany? A. I meant that is delivered to either the Holt¬ 
wood bus or to Holtwood’s Pennsylvania customers. 

Q. And by that phrase ‘ 4 Pennsylvania customers,” I 
take it you are referring to Pennsylvania Power and Light 
Company, Philadelphia Electric Company at Coatesville, 
Metropolitan Edison Company at York, and The Pennsyl¬ 
vania Railroad Company? A. That is right. 

• • • 

Q. So that as I understand your testimony now, you 
are saying there at 11464 that something more than the 
mathematical amount of one-third of the energy generated 
at Safe Harbor is in fact delivered to Holtwood’s bus, or 
to the various Pennsylvania customers that I just enum¬ 
erated; is that right? A. That is right. 

[11958] Q. Well, did you ever make any determination as 
to the exact amount of that diversion, as you put it, in 1944? 
A. Yes, I studied that. I found that the amount in excess 
of one-third of the Safe Harbor output that was delivered 
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into the Holtwood system outside of the 220 kv. lines was 
the same amount that Baltimore received in excess of its 
entitlement from Holtwood in excess of the firm power 
demand. 

• * • 

Q. Now, what is this amount you referred to as the 
amount Baltimore received in excess of its entitlement from 
Holtwood in excess of the firm power demand? A. Well, 
I was explaining me entitlement from Holtwood, its entitle¬ 
ment from Holtwood which is one-third of Safe Harbor 
plus Holtwood generation, minus the firm power require¬ 
ments in Pennsylvania. 

Q. Well, that amount that you have just referred to in 
your last answer depends upon the assumption that all that 
Holtwood receives from Safe Harbor is the mathematical 
figure of one-third of Safe Harbor’s output. Isn’t that 
right? A. Yes, if it receives more than that one-third 
then [11959] that same amount in excess is delivered to 
Baltimore over what its entitlement would be if it received 
only one-third. 

Q. I did not ask you anything of that kind, Mr. 
Davis. I asked you what was the amount, or if you had 
ever determined the amount in excess of one-third of the 
Safe Harbor output delivered to the Holtwood System, 
other than to the 220 kv lines. Now, can you give me 
that figure? A. I do not have the figure with me, but I 
determined that that was the same figure that Baltimore 
received in excess of its entitlement from Holtwood. 

Q. Well, whatever it is the same as, is the amount sub¬ 
stantial? A. Yes, quite a large amount. 

Q. And you say all of that substantial amount in ex¬ 
cess of one-third of Safe Harbor’s output delivered to Holt- 
wood’s system other than the 220 kv lines is this diver¬ 
sion that you are talking about at 11464; is that right? 
A. That is what I meant there by “diversion”, yes. 

Q. Now, is there anything in any of the contracts 
identified in this record, particularly H and I, which sped- 
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fies such diversion? A. No, the contract provides that 
Holtwood will transmit Baltimore’s two-thirds of Safe 
Harbor output to Baltimore. 

Q. Well, now, just a moment. Where does it provide 
[11960] that? Are you referring now to page 10 of Ex¬ 
hibit H and Exhibit I that we referred to this morning? 
A. I do not know what page it is on. 

Q. In E, F and G, I mean. 

Mb. Goldberg: Let the witness finish his answer. 
By Mr. Myse : 

Q. What other provisions did you have reference to? 
A. There is no other provision in the contract except the 
provision for coordination in H and I. 

Q. We have gone into that in great detail, have we not? 
A. Yes, but it is still pertinent. 

Q. Now, what is the provision that you referred to in H 
and I, is what my question related to, relating to the 
requirement of transmitting Baltimore’s two-thirds, as you 
say? I would rather think it is in E, F and G, but if you 
know of one in H and I, I would like to have you point it 
out. A. It probably is in E, F and G. If you happen to 
know where it is, we can save time. 

Q. I know of no place in H and I, but I can refer you 
to E, F, and G, if you think that is where it is. A. I 
would recognize it if I saw it. Yes, that is provided in 
E, F and G. 

Q. Then I take it what you had reference to was 
[11961] Article VII of Items E, F and G that we had refer¬ 
ence to this morning? A. That is right. 

• * # 

Q. Is there anything in that Article VII which says 
Holtwood shall transmit two-thirds of Safe Harbor’s out¬ 
put to Baltimore? A. No, it says Holtwood shall trans¬ 
mit energy to Baltimore. 

Q. Whatever it may be? 


A. That is right. 


1610 


George H. Davis, Re-Cross 


[11962] Q. Well, my question to you was—And let us make 
it a new question if you did not so understand it—Are the 
60 cycle generating resources from Pennsylvania Water 
and Power Company, plus whatever it actually receives 
from Safe Harbor that is generated at Safe Harbor, ade¬ 
quate to take care of all the firm power services in Penn¬ 
sylvania ? 

* # * 

[11963] The Witness: As I understand the question now, 
it is: Are the generating resources of Holtwood plus the 
total generating resources of Safe Harbor adequate? 

By Me. Myse : 

Q. No, plus the amount of energy received by Holt- 
wood from Safe Harbor which is generated at Safe Har¬ 
bor adequate to take care of the firm power services of 
Pennsylvania? 

* * # 

The Witness: There are times when it is not adequate. 

• • • 

[11964] Q. Now, Mr. Davis, referring again to page 11464 
in the same line relating to what you call “diversion’ 7 of 
Safe Harbor energy, is it not a fact that most of what you 
would call diversion of Safe Harbor energy from Balti¬ 
more is for the purpose of supplying interchange cus¬ 
tomers? A. It might be. 

Q. Well, isn’t that the fact? A. No, I would not 
say most of it. 60 cycle energy is all commingled. You can¬ 
not assign any particular part of it to interchange and the 
other part to firm power, that I know of. 

Q. A good share of it, however, is used for inter¬ 
change, is it not? A. If you segregate the interchange 
and compare it with what comes from Safe Harbor, you 
might say that; but I do not see that there is any reason 
for doing that. 

[11965] Q. Where else does the interchange come from 
that is supplied by either the Holtwood or the Safe Harbor 
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system to the Pennsylvania customers? A. Well, it 
comes up from Baltimore. It comes from Safe Harbor. 

Q. Are you saying that backfeed is also used for inter¬ 
change purposes? A. To a very small extent. 

Q. Then the balance of the interchange must have been 
generated either at Safe Harbor or Holtwood? A. Yes, 
sir. 

Q. Or it might have been interchange that was gen¬ 
erated at one Pennsylvania customer and sold to another 
Pennsylvania customer? A. That could be. 

# # # 

Q. Now, assuming that some of this Safe Harbor 
energy is, in fact, diverted—as you put it—for use in con¬ 
nection with firm power supply in Pennsylvania, how does 
Baltimore get its compensation for that diversion? A. 
It gets it through H and I. 

[11966] Q. By a reduction in the bill from Holtwood to 
Baltimore, is that what you mean? A. A credit of the 
revenue obtained from that energy. 

Q. And that has the effect of reducing Baltimore’s bill 
from Holtwood; is not that right? A. That is right. 

Q. Now, other than the provision of Article III of H 
and I which covers the payments made by Baltimore to 
Holtwood, is there any provision in any of the contracts on 
record in this proceeding which covers this compensation 
to Baltimore for this co-called diversion that you spoke 
of at page 11464? A. I do not recall any. 

# * # 

[11969] Q. Now, in your Exhibit 64, you credited to Balti¬ 
more the net interchange revenues, did you not? A. Yes. 

Q. You did not, however, charge against Baltimore the 
costs incurred in rendering interchange services, did you? 
A. No, I charged that off against the railroad, either Penn¬ 
sylvania or Maryland. 

Q. But you did not charge it to Baltimore, did you? 
A. No, except through the railroad. 
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Q. To the extent that some of that interchange cost 
was chargeable to the railroad in Maryland, you did charge 
it to Baltimore, but that is the only extent you charged it 
to? A. The rest was charged to the railroad in Penn¬ 
sylvania. 

Q. Now, what did you do with respect to the costs 
incurred in operating and having available the two north 
circuits on the Perryville line? Where did you charge those 
costs? A. The total line was charged—was divided 
between Baltimore and the railroad in Pennsylvania. 

Q. But the fact is that almost 95 per cent of that line 
is used either for the railroad in Maryland or for inter¬ 
change purposes. Is not that right? A. Yes, that inter¬ 
change is rather tied up with railroad service. It is difficult 
to say whether that is [11970] for the benefit of anything 
else except the railroad. 

Q. Well, it is not very difficult for you to say, however, 
that it is for the benefit of Baltimore, is it? A. That it 
goes through Perryville south, that is for the benefit of 
Baltimore. 

Q. And also that that goes through Perryville north is 
for the benefit of Baltimore, isn’t that right, as inter¬ 
change? A. The net interchange, yes. 

Q. And yet you have not charged the costs incurred 
in using that line for interchange purposes to Baltimore 
other than the small amount which might be associated with 
railroad service in Maryland, have you? A. Did you 
say small amount? 

Q. Well, whatever the amount is. A. The other day 
you said it was practically all of it. 

Q. Well, you have not charged those costs against 
Baltimore, have you? A. No. 

• • • 

[11977] Q. Take a look at page 11782, please, starting at 
line 13. You were there testifying, as I understand your 
testimony—tell me if I am wrong—in connection with why 
you didn’t use the actual demands of the railroad at the 
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time of the Area 6 system peak in connection with your 
Table V-A. Isn’t that right? A. That is right. 

Q. Now, the purpose of making the deductions of the 
demands of the various Pennsylvania customers and the 
railroad in V-A of Exhibit 64 was merely to determine 
what was left under your method of the dependable capac¬ 
ity available to Baltimore? A. That is right. 

Q. And you weren’t in that Table V-A concerned with 
[11978] the cost of service to the railroad, were you? 
A. No. We were concerned with a reasonable figure for 
the demand required by the railroad. 

Q. Then as I understand your testimony you were not 
considering a reasonable figure for the demand of the rail¬ 
road at the time of Area 6 system peak? A. Yes, that 
is what I meant. 

Q. But the fact is you didn’t use the actual demand, 
did you? A. No, not at that particular hour. 

• • # 

[11980] Q. Now, will you refer to the bottom of page 
11783, the question beginning at line 20 and the answer 
through the ending at line 3 of 11784? 

Does that answer to that question mean you do not 
need excess capacity to supply Pennsylvania customers 
except for the maintenance you referred to in that answer? 
A. Well, I meant that the excess capacity during high 
flow periods there is used to shut down steam equipment for 
scheduled maintenance. 

Q. Well, you are not saying you don’t need the capac¬ 
ity other than for scheduled maintenance? A. You need 
it for scheduled maintenance. You need it to replace the 
capacity that is taken out of service for scheduled main¬ 
tenance. 

[11981] Q. Well, whose scheduled maintenance are you 
there referring to? A. That would be steam mainte¬ 
nance mostly. 
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Q. Of the Pennsylvania customers ? A. No, that is 
mostly Baltimore’s maintenance that would use that excess 
capacity during high flow periods. 

• • • 

[11984] Q. Now, a little bit further along on that same 
page 11792, beginning at line 12, you testified, as I under¬ 
stand it, that Baltimore Company owns two-thirds of Safe 
Harbor development. Is that right! [11985] A. That is 
the way I understand it. 

Q. Well, actually they don’t own anything of the kind. 
They own two-thirds of the stock. Isn’t that right? A. 
That is what I interpret to mean owning two-thirds of the 
property. 

Q. So you interpret the ownership of two-thirds of 
the common stock by Baltimore Company as equivalent to 
the ownership of two-thirds of Safe Harbor development. 
Is that right? A. I have considered all through this 
study that Baltimore owned two-thirds of the Safe Harbor 
development. 

Q. And as a result of that, you assigned what you call 
the two-thirds share of the energy available from Safe 
Harbor to Baltimore. Is that right? A. Well, I took 
that two-thirds share as the contract share of Safe Harbor 
energy to which Baltimore is entitled. 

Q. Now, if the event happened that we mentioned this 
morning under Article VII of Items E, F and G—that is, 
that for some reason Penn Water failed to transmit the 
energy sold by Safe Harbor to Baltimore, and thereby was 
required to purchase all of it, Baltimore would no longer 
be entitled to two-thirds of the energy under E, F and 
G, would it? 

* • * 

[11986] The Witness: Under those conditions, it would 
not. 
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By Me. Myse : 

Q. And even though it owned two-thirds of the com¬ 
mon stock or owned two-thirds of Safe Harbor, as you 
construe that ownership, it would still not be entitled to 
two-thirds of the energy under those conditions. Isn’t that 
right! A. That is right. 

Q. So that the ownership of stock or of the property 
is no criterion of what Baltimore is entitled to? A. Not 
under catastrophic conditions. 

* * • 


[12211] JOHN M. NEWLANDS 

* * * 

Cboss Examination (continued) 

By Me. Hull: 

* * # 

[12242] Q. Is Exhibit 61 not a study of depreciation? 
A. Exhibit 61 is a calculation of a reserve requirement for 
which Mr. Dunn is responsible and in which I assisted him. 

Q. Is the reserve requirement the accrued deprecia¬ 
tion in the property? A. Yes, it is the best measure of 
accrued depreciation in the property. 

Q. Do you say that without any regard to what causes 
of depreciation are? A. No. It is my underst andin g 
that the calculation of the reserve requirement takes into 
consideration the causes of depreciation. They are mostly 
reflected in the service lives set on the property by the 
engineers. 

Q. Did you take the several causes of depreciation into 
account when you reviewed and approved the computation 
of the reserve requirement as contained in Exhibit 61? 
A. No, I didn’t have to. We used service lives as estimated 
by the engineers. I didn’t even make the calculation 
[12243] which resulted in the annual and accrued deprecia¬ 
tion. 
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Q. So that what you did you did wholly regardless of 
what the causes of depreciation are? A. No, that is not 
so. What I did was to assist Mr. Dunn in preparing a 
depreciation reserve requirement. 

Q. And you told me that that is the accrued deprecia¬ 
tion. A. It is the best measure of accrued depreciation 
in the plant, yes. 

Q. And you say that without any consideration what¬ 
ever as to what the causes of depreciation are? A. No, 
that is not so. 

Q. Well, I thought you must have considered the 
causes of depreciation, and that is the reason I asked you 
the question. A. It was not necessary for me to con¬ 
sider the causes of depreciation in the work which I did 
to assist Mr. Dunn in preparing this report. Those causes 
of depreciation were considered by the engineers in setting 
their estimated service lives. Those estimated services 
lives were given to Mr. Dunn and he used them in calcu¬ 
lating the ann ual reserve requirement. I didn’t have to 
determine what the causes of depreciation were in the work 
which I did to assist Mr. Dunn in preparing Exhibit 61. 

• • • 

[12293] Q. Did you at any time in the course of your inves¬ 
tigation in connection with this case make any inquiry into 
what [12294] was a fair return on the investment in each 
year of the company’s operating history? A. No, I have 
not. 

Q. Did you make any determination of the extent, if 
any, by which the “ aggregate credit balances of current 
depreciation accounts” had been accumulated by the re¬ 
spondents from earnings in excess of a fair return on the 
company’s actual legitimate original cost? A. No, I 
have made no such investigation. 

Q. Do you know whether such a determination was 
made by anyone else? A. I do not know. 



John M. NewUmds, Cross 


1617 


[12296] Q. Do you not consider your computation in 
Exhibit 57, and the recommendations contained in Exhibit 
61 to be a recommendation to the Commission that straight- 
line depreciation, and a depreciated rate base be used in 
this case in arriving at a determination of what are fair 
and reasonable rates? A. Not necessarily. The Exhibit 
57 was prepared to illustrate the terms of the Federal 
Power Act, which refers to net investment. 

Q. And do I understand that you were endeavoring by 
Exhibit 57 to arrive at a net investment rate base, as that 
term 44 net investment’’ is used in the Federal Power Act? 
A. Yes. 

Q. Can you direct me to the portion of the Act to which 
you refer? A. Page 4 of the Federal Power Act gives a 
definition of net investment. 

Q. Well, now, that refers, among other things, to the 
deduction of aggregate appropriations of surplus or 
income held in amortization sinking fund or similar re¬ 
serves, and also to aggregate credit balances of current 
depreciation accounts. 

[12297] Now, what do you understand to be meant by 
aggregate credit balances of current depreciation accounts ? 
A. To be balance in the reserve for depreciation. 

Q. And that is what you understand this definition 
requires you to deduct? A. Yes, I would say so. 

Q. Do you understand this definition to require you 
to deduct that in each and every case? 

Mb. Goldbebg: Each and every company? 

Mb. Hull: Yes. 

Mb. Goldbebg: I object to that. 

By Mb. Hull: 

Q. Do you understand it to be a general rule applicable 
under all circumstances? 

Mb. Goldbebg: I object to that, Mr. Examiner, 

because it is entirely irrelevant and immaterial, 
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whether he thinks it is a general rule. The question 
should be confined to this case. 

Trial Examiner: You may answer the question. 

The Witness: Well, I think it is a general rule, but I 
imagine there may be instances in which the Commission 
might not deduct it under the terms. 

By Mr. Hull: 

Q. Well, now, in that definition it is clearly stated that 
the deduction of the aggregate credit balances of current 
[12298] depreciation accounts are to be deducted “if and 
to the extent that such items have been accumulated dur¬ 
ing the period of the license from earnings in excess of a 
fair return on such investment.’ ’ 

That qualification is in there, is it not? A. That 
is right. 

Q. So that unless that condition is met, no deduction 
need be made under that definition. Isn’t that right? 
A. That is correct, yes. 

[12299] Q. And you tell me you have made no inquiry to 
determine what was a fair return, and of course you could 
not without that determine whether or not the present 
aggregate balances have been accumulated in excess of a 
fair return. Isn’t that right? A. That is correct. 

• • • 

[12304] Q. I asked you, as I recall yesterday, whether the 
purpose or one of the purposes of the reserve wasn’t to 
provide for the replacement of property. I understood you 
to say it was [12305] to provide for the retirement of prop¬ 
erty. Then I asked you whether indirectly that is not for 
the purpose of replacing property, and I asked you at 
transcript 12,234, beginning at line 1, this question: 

“To the extent of the original cost of property in serv¬ 
ice, the collection of depreciation expense and the holding 
of assets reflected by the reserve are for the purpose of 
insuring continuity of service through replacement of 
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equipment. Isn’t that the fact?’’ Your answer given at line 
9 is “No”. 

Now, was that answer correct in the light of what you 
have just testified to? 

A. Yes, the answer still stands. 

« « « 

[12308] The Witness: The depreciation payments made 
by the consumer are made so that he will bear the total cost 
of rendering service to him, and to return to the company 
the original cost of the facilities used in such service by 
the time of [12309] its retirement. 

♦ * # 

[12315] Q. Mr. Newlands, when an electric utility company 
finds it necessary to use capital for the replacement of 
property, what sources of capital are available to it? 

Mr. Goldberg: The same objection, Mr. Examiner. 
We are completely beyond the realm of any responsi¬ 
bility that this signature on Exhibit 61 implies. 

Trial Examiner : The objection is overruled. 

The Witness : The company can use any cash on hand, 
or it can borrow the money from banks, on bonds, from in¬ 
vestors, on notes, or it might even sell additional common 
stock or request its common stockholders to make a con¬ 
tribution to the company. 

By Mr. Hull : 

Q. You don’t mean by that assess the common stock¬ 
holders? A. That is a possibility under some State 
laws. It isn’t often done, or by the sale of additional com¬ 
mon stock. 

Q. It is a possibility under the Federal Power Act? 
Mr. Goldberg : I object to that. 

Mr. Hull: He has injected it. 

Trial Examiner: He may answer the question. 
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[12316] The Witness: The Federal Power Act, so far as I 
know, is mute on that point. That is a question for indi¬ 
vidual State laws. 

Mb. Goldbebg: That is lawyer Newlands’ statement. 

• • * 

[12318] Q. Mr. Newlands, would it not, instead of using a 
depreciated net investment rate base, be more just and 
equitable to both consumers and investors for a regulatory 
commission to use an undepreciated rate base and allow to 
the consumers a credit on the reserve for depreciation 
equivalent to the risk free rate of return on such balance? 

• • * 

[12319] The Witness: In my opinion that would not be a 
fair and equitable procedure. 

By Mb. Hull : 

Q. Would you state your reasons? A. Because the 
company should be entitled to earn only on the amounts 
of its net investment in the plant. To allow the company 
an additional return on a depreciation reserve in effect 
charges the consumer twice for the service he is getting. 

Q. Just explain how he is charged twice. A. Be¬ 
cause the consumer is already charged with the cost of giv¬ 
ing the service, including a portion of the cost of the 
facilities of the company which have been used up in the 
service to the consumer during the year. He should not 
again be charged with an interest rate on a depreciation 
reserve. 

Q. I didn’t say charged with an interest rate on the 
depreciation reserve. I suggested his being given a credit 
on the balance in the depreciation reserve equivalent to the 
risk free rate of return on such reserve. 

Mb. Goldbebg: You haven’t mentioned the other 
side of it, [12320] with depreciation on an undepreci¬ 
ated investment. 

Mb. Hull: That is correct. 
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The Witness: Well, that still means charging the con¬ 
sumer with the difference between the rate of return al¬ 
lowed to the company and the rate of return on risk free 
securities which in my mind has no bearing at all on the 
amount of return which the company should earn, which the 
investor should receive. 

* # # 

[12344] Q. Is it a fact that the annual depreciation provi¬ 
sion by Penn Water consists of a base figure of $355,146.73, 
plus 2 y 2 per cent on net additions since 1930 which pro¬ 
vision is included in the Power Bill? A. The provision 
for depreciation on Penn Water and Power Company’s 
books is determined by taking the same amount of depre¬ 
ciation based on service lives which had been taken in the 
year 1930, and adding to that 2% per cent of net additions, 
as reported in the Power Bill. 

Q. And the depreciation provision as thus made up 
is included in the power bill ? A. In effect that is so, yes. 

Q. Now, is it also true that this amount of annual 
depreciation provision so determined is credited to Account 
250, Reserve for Depreciation? A. By the amount of 
depreciation so determined you mean the 355,000 plus the 
2% per cent? 

Q. That is right. A. That is correct. 

# * # 


[12468] EDWARD L. DUNN 

* * * 

Cross-Examination 

By Mb. Hull: 

# • * 

[12485] A. You will find that by referring to page 18, the 
balance per books as of December 31, 1945, is $8,976,358. 
However, due to the fact that the books do not reflect cer¬ 
tain retirements which have been made but not recorded 
there is an adjustment necessary to the book reserves. 
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As the result of this adjustment and several other 
minor adjustments the depreciation per books as adjusted 
at December 31, 1945, is $8,763,118. The reserve require¬ 
ment as of December 31, 1945, is $8,408,373. 

Now, there is a slight difference in the two figures 
because the reserve requirement does not include provi¬ 
sions for maintenance and the company has indicated that 
its book reserves are supposed to include something for 
maintenance. 

• * * 

[12530] Q. Is there any account in the uniform system of 
accounts [12531] wherein you record as a single figure 
what you have termed as the net original cost? A. No, 
the system of accounts is designed to record depreciation 
reserves and the related plant cost separately as a matter 
of convenience and presentation. However, they should 
always be considered together. They are related items. 

Q. On which side of the balance sheet does the original 
cost appear? A. On the lefthand side of the balance 
sheet. 

Q. And the reserve for depreciation under the system 
of accounts appears on the righthand side? A. Yes, 
that is a matter of form. It is still a contra-account to plant 
investment. 

Q. When I referred to the lefthand side, I referred to 
the asset side of the balance sheet, and I take it that is 
what you had in mind, too, is it not? A. The lefthand 
side is assets and other debits. 

Q. And the righthand side is what? A. Liabilities, 
reserves, and other credits, including capital stock, long¬ 
term debt, and so forth. 

Q. And what accounting entries do you make upon the 
retirement of a piece of property? A. Well, without 
going through the detailed entries, I suppose it will be sat¬ 
isfactory to give you the accounts in which the retirement 
finally rests? 
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[12532] Q. That is right. A. Plant account is credited, 
and the reserve for depreciation is debited with the cost 
of plant. Cost of removal is debited to the reserve and any 
salvage value is credited to reserve for depreciation. 

* • • 

[12549] Q. Did any member of the Commission’s Staff 
make a determination of actual depreciation? A. Yes, 
in my opinion the reserve requirement would most nearly 
measure the actual depreciation or accrued depreciation at 
the end of 1945. 

♦ * # 

[12550] Q. Mr. Dunn, does your Exhibit 61 constitute a 
study which determines the depreciation which actually 
exists in the property of Penn Water? A. In my 
opinion the reserve requirement would most nearly meas¬ 
ure the actual depreciation or accrued depreciation which 
exists at the end of 1945. 

# # * 

[12554] Q. Mr. Dunn, in your opinion should the amount 
of the balance in the reserve for depreciation of an elec¬ 
tric utility company bear any relation to the amount of 
actual depreciation which had occurred in the property? 
A. Yes. It is desirable, in a properly computed deprecia¬ 
tion reserve. 

Q. What should the relation be? Should they be sub¬ 
stantially equivalent? A. Yes. A properly computed 
depreciation reserve should be substantially equivalent to 
the reserve requirement and the accrued depreciation in 
the property. 

• • « 

[12631] Q. Mr. Dunn, do you agree with this statement, 
that it is extremely important in determining profits that 
all expenses applicable to a given year or period must be 
stated in that period? A. Yes, that is a recognized prin¬ 
ciple of income determination. 
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Q. And it is because of that principle, is it not, that 
you charged depreciation annually and thus spread the 
original cost of the property over the depreciation expense 
accounts of the several years during the service life? 
A. That is certainly one reason for spreading depreciation 
expense over the period to which it relates. 

• • • 

[12638] Q. Now, why do you believe it is equitable to 
charge an equal amount to each account period? A. It 
is equitable from the standpoint of the consumers or rate¬ 
payers because they are charged an equal proportion of 
depreciation expense year by year. They are charged with 
all depreciation expense, and the charge is neither more 
nor less than the equal proportion of the cost of the prop¬ 
erty used in rendering public service. It is equitable from 
the standpoint of the company because it is enabled to 
appraise the financial progress of the company by means of 
comparative income statements that show the progress of 
the company from year to year without distortion of one 
of the largest items of operating expenses, which is the 
depreciation charge. 

That remains relatively stable, and only changes as 
additions to plant occur. Therefore it affords a much better 
basis of comparison than unequal or arbitrary amounts 
charged [12639] to income in the operating expenses. 

Q. Then you do believe that it is equitable both to the 
consumers and the investors to equalize this substantial 
cost, which is involved with the annual depreciation cost, 
equalize that over the period of the service life of the prop¬ 
erty. A. In the case of Pennsylvania Water and Power 
Company, that is particularly true. I might add that that 
is the method that has been used by the company for many 
years. It has recorded such a method on its books since 
1920. It has made such computations and used them in its 
tax returns from the very inception. 
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[12640] Q. Mr. Dunn, do you agree that the cost of depre¬ 
ciation is a part of the cost of service of an electric utility? 
A. Yes. 

Q. And do you agree that all of the costs of service 
of the electric utility should be paid by the consumers? 
A. Yes, all of the cost of service. 

Q. And do you believe that in addition to all of the 
costs of service the investor should be paid a fair return 
upon the investment? A. The return on the investment 
is included in cost of service to the consumers. 

Q. You consider that a cost of service? A. To the 
consumers, yes. 

# # # 

[12720] Q. In connection with your recommendation for 
the deduction of that depreciation reserve as adjusted from 
the net investment rate base, did you make any computation 
of the amount of the fair return to which the company was 
entitled in each year of its operating history? A. No, 
I did not make such a computation in connection with my 
determination although I did consider the past financial 
history of the company and the results of its operations. 

Q. Then you made no determination of the extent, if 
any, to which the aggregate credit balances of current 
[12721] depreciation accounts had been accumulated from 
earnings in excess of a fair return on the company’s actual 
legitimate original cost, did you? A. No, I did deter¬ 
mine, however, that the company did recover all of its 
depreciation charges through revenues and in addition to 
that earn a substantial profit. 

Q. By 4 ‘substantial profit”, do you mean a fair re¬ 
turn? A. Well, I didn’t determine what a fair return 
was, but as I recall the average profit was around 10 per 
cent. 

Q. You did not, however, determine what the fair 
return was? A. I did not determine what a fair rate 

of return was, nor a fair return in the past. 

• # * 
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[12725] Q. In the illustration I have put, does not the 
deduction of the $10,000 in the reserve for depreciation 
from the investment rate base result in decreasing the 
utilities operating revenues by the amount of $600, which 
is the rate of return of six per cent multiplied by the bal¬ 
ance in the reserve of $10,000! A. It only results in 
a decrease in the return as between the first and second 
year. It does not necessarily [12726] result in a decrease 
in what the return should be in the second year. You are 
simply comparing two years, but in the first year there was 
no deduction, and one was required in the second year 
which is not comparable to the first year by reason of the 
fact that the company has accumulated depreciation ex¬ 
pense through the medium of operating expenses. There is 
a different situation. 

Mr. Hull: Now, I ask the reporter to read the 
question and I would like you to answer the question. 

• * * 

The Witness : That is the only answer I can make. 

Trial Examiner: You answered on the basis of 
return and the question was on the basis of revenue. 

The Witness: It was net operating revenue, and 
return is synonymous with net operating revenue. 

* • • 

[12729] Q. Now, Mr. Dunn, the amount of $600 which I 
have referred to is in fact six per cent on the original 
investment of 100,000—no, pardon me—is six per cent of 
the amount in the depreciation reserve balance at the end 
of the first year. A. What was the first part of the 
question? I didn’t get it. 

(Question read.) 

The Witness: I do not so consider it. I consider the 
fair return as the rate of return times the net investment, 
and not as related to the components of the investment. 
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[12740] Q. * * * You have testified that the purpose of 
the reserve for depreciation is “to provide for the retire¬ 
ment of property.” Now, I call your attention to the fact 
that property is not retired until it is withdrawn from serv¬ 
ice. Nevertheless, the consumers have paid depreciation 
expense between the time of the installation of the property 
and the time of its retirement, and since the reserve is not 
necessary for any other purpose than to provide for the 
retirement of property, and since that comes at the end of 
the service life, the payments made by the consumers must 
be advances, must they not! A. Absolutely not. In the 
first place, the payments made by the consumers are not in 
the reserve. The payments made by the consumers were 
charged to operating expenses, that is the depreciation ex¬ 
pense is charged to operating expenses. 

Q. And a credit to the reserve? A. Well, the money 
recouped comes into the company in the form of revenues, 
not in the form of a depreciation reserve. 

Q. That is quite true, but concurrently there is a 
[12741] credit to the reserve for depreciation. A. Yes, 
but that is not an advance. 

Q. No, the bookkeeping entry of the reserve for de¬ 
preciation isn’t an advance. A. Nor neither is the charge. 

Q. But the money that comes in to the company and is 
credited to the depreciation reserve is an advance from the 
consumer, is it not? A. No, it is not. 

* # # 

[12744] Q. Mr. Dunn, do you agree with this, that deprecia¬ 
tion accounting results in the accumulations of money by a 
utility which are commonly referred to as depreciation 
funds or depreciation reserve funds? A. Not ordinarily. 
The depreciation accounting could result in an accumulation 
of such funds if a separate depreciation fund were main¬ 
tained on the balance sheet. 

Q. In that event you say it would? A. It could re¬ 
sult in that, yes, not necessarily result in it even then in case 
depreciation funds were not recouped. 
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Q. Now, if there is no ear-marked fund or funds, 
nevertheless the amount shown in the reserve for deprecia¬ 
tion has actually been collected in cash from the consumers 
as depreciation expense and used to acquire other assets, 
there are nevertheless depreciation funds, are there not! 
A. Of course the depreciation charges that are collected 
from customers are much greater than the balance in the 
reserve because the balance in reserve has been reduced by 
retirement in the past. 

[12745] If those charges have been retained in the business 
and invested in other assets, they are no longer referred to 
as depreciation funds because they have lost their identity. 

Q. Would it be proper to refer to them as assets repre¬ 
senting depreciation reserve balance? A. No, because it 
might be that the company has used the money to retire its 
bonds or some such procedure and there is no validity to 
the assumption that they have been retained in the business 
unless they can be identified. 

Q. Do you agree that accumulated depreciation funds 
can’t be returned to the investors of the capital but must 
be retained by the utilities so that when utility plant wears 
out in service funds shall be available to provide new facil¬ 
ities in replacement of the worn out plant? A. No, I do 
not agree with that. In fact, the statement is incorrect even 
as a theory. 

• • # 

[12790] Q. Have you included any amount in Account 
100.3, Construction Work in Progress? A. Yes. The 
company sometimes had jobs which have been completed, 
but not actually recorded on the books as plant in service, 
and we have allowed those jobs which the company has in¬ 
cluded in the power bill, but which are still carried in the 
account Construction Work in Progress in the rate base. 

Q. When a utility company undertakes the construction 
of new plant, at what point is the cost of that construc¬ 
tion entered in the account “Construction Work in Prog¬ 
ress”? A. The cost is entered in that account promptly 
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upon the posting of the vouchers making payment for labor, 
materials, supplies, and so forth. 

Q. So that assuming that the construction period ex¬ 
tended over a period of twelve months or eighteen months, 
and were made continuously during that period, the charges 
each month would properly be posted to Account 100.3. Is 
that correct? A. Construction work in Progress, yes. 

Q. And when so posted, they would be proper to in¬ 
clude in a net investment rate base, would they not? 
[12791] A. Not if the company was capitalizing interest 
during construction on the work in progress, because the 
plant in service would be only the completed work. 

Q. Well, I understand that. The company can’t expect 
to get both interest during construction and get the con¬ 
struction work in progress during the period included in 
the rate base, but— 

* # * 

[12799] Q. Has any part of Penn Water’s investment in 
dams, reservoirs and waterways been excluded from the 
rate base in your calculation? A. No, we have allowed 
all the investment. 

Q. You have not included in your net investment rate 
base any part of the assets reflected by the depreciation re¬ 
serve balance, have you ? A. Those assets are not identi¬ 
fied, if there are such assets. 

Q. Whether identified or not, you have not included 
them in your net investment rate base. Isn’t that true? 
[12800] A. If the cash generated by depreciation charges, 
which in the case of Penn Water have been fully recouped 
by the company, has been invested in plant, they are in¬ 
cluded, or it is included in the rate base. 

Q. Is your answer complete? A. Yes. 

Q. If any part has been invested in securities, it has 
not. Is that correct? A. The company does have quite 
substantial investments in securities, and those investments 
are not included in the rate base. 
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[12801] Q. Do you know whether or not the Federal Power 
Commission has at anytime determined what was a fair 
rate of return for Penn Water? A. Not that I know of, 
and I am reasonably certain that this is the first rate case 
the Federal Power Commission has had with Penn Water. 

# * • 

[12803] Q. In your opinion, does the cost of service of an 
electric utility company include a return on the entire in¬ 
vestment which the stockholders have made in the com¬ 
pany? A. Not necessarily, because the fair rate of re¬ 
turn is applied to the investment. The net investment in 
property used and useful in rendering public service. If 
part of the investment is devoted to non-utility properties, 
the company is not entitled to receive from its ratepayers 
a return on such investment. 

• • • 

[13255] Q. Do I understand that you would compute a net 
investment rate base under part 1 of the Federal Power Act 
in a different manner than in which you would compute a 
net investment base under part 2 ? A. If you understood 
that it is erroneous. I made no computation under part 1 of 
the Act. 

* • • 

[13256] Q. In determining a net investment rate base, 
would you determine differently under that definition than 
you would if you were applying part 2 of the Act, for in¬ 
stance, to property which was not licensed? A. I don’t 
know. I have made no study of what I would do under that 
sub-section in this case. 

Q. How would you compute the net investment rate 
base under part 1? A. It would depend on the facts of 
the case. 

[13257] Q. Take the facts in the present case. A. I have 
not made a study of that. It is too involved. Besides, the 
company does not yet have a license. 
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[13259] Q. In making that computation of average and net 
plant balances, and the figures “average base” in column 
9, did you or did you not consider the definition of net in¬ 
vestment as contained in Section 3, sub-section 13 of the 
Federal Power Act! A. I did not consider it as related 
in that particular section. That is, I did not go to that sec¬ 
tion and read what net investment was and then arrive at 
these figures. I knew what net investment was under the 
rate cases the Commission has had in the past where they 
have used a net investment rate base. 

Q. Are the figures which you have arrived at in Ex¬ 
hibit 57 figures which would be arrived at by the applica¬ 
tion [13260] of the definition of net investment in Section 
3, sub-section 13 of the Act? A. As I previously stated, 
I have made no study of that. 

Q. So you do not know whether it reflects net invest¬ 
ment as there defined or not? 

• • • 

The Witness : As I say, I have made no study of what 
net investment would be applying that sub-section to this 
property. 

# * * 

Q. And the concept of net investment which you did 
apply is what you understand to be the concept as found 
in the decisions of the Federal Power Commission. Is that 
correct? A. Well, it is more than that. I have testified 
on what net investment is in many rate cases, and the Com¬ 
mission has used that figure in its rate cases, so I know 
what the figure of net investment is in the Commission’s 
rate cases. 

Q. All right. Is net investment, as the Commission has 
applied it, computed in the same manner under part 1 and 
part 2 of the Act? A. In the only instance that I can 
recall where that occurred, it was. 

[13261] Q. If depreciation expense is properly computed, 
collected and accounted for, the cash received as operating 
revenues is received by the company in advance of the time 
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when the property to which it relates is retired. Is that not 
true? 


• • • 

The Witness: Of course, your statement contains an 
assumption as to the fact that such cash is actually col¬ 
lected in revenues. If it is, it is collected before the plant 
is retired because the depreciation allowance is for the 
current consumption of plant in service. 

By Mb. Hull: 

Q. And the corresponding credits that are made to the 
reserve for depreciation are also made in advance of the 
charges that are made to the reserve for depreciation when 
the property is retired. A. The credits to the reserve 
are made currently with the accrual of depreciation. 

* * • 

[13268] Q. When you say it that way, do you include the 
reserve for depreciation among your liabilities! A. No, 
I never include the reserve for depreciation among the lia¬ 
bilities under any circumstances. It is not a liability. 

• * * 

[13318] Q. Mr. Dunn, apparently the capital surplus arises 
in that case because my assumption regarding plant ac¬ 
count [13319] was not large enough. If the plant account 
were $200,000 and the capital stock $200,000 and the com¬ 
pany had $75,000 in cash and $75,000 depreciation reserve, 
where would the difference between the depreciated orig¬ 
inal cost of the plant and the proceeds of insurance finally 
be reflected! A. Well, it is too difficult to give offhand 
answers to all of those assumptions. I can tell you tomor¬ 
row, if you wish. 

Q. All right. I wish you would. 

Mb. Goldbebg: In that assumption I take it the 

plant is $200,000. 
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Mb. Hull: That is right. 

Mb. Goldbebg : Reserve for depreciation is $50,000. 

Mb. Hull: Just a minute. Let me give the as¬ 
sumptions and we will get the answers tomorrow. 

Mb. Goldbebg: All right. 

Mb. Hull: Original cost of the plant, $200,000; 
cash and securities, $75,000; total assets, $275,000; cap¬ 
ital stock, $200,000; reserve for depreciation, $75,000; 
total liabilities, $275,000. 

Mb. Goldbebg: Destruction of the whole plant by 

fire? 

Mb. Hull: No, a destruction of the group of prop¬ 
erty, the original cost of which was $100,000. The in¬ 
surance recovery is $75,000, and the depreciated 
original cost of the property destroyed by fire is 
$50,000. 

[13320] The Witness: I am not sure but what I might 
need all the facts that would ordinarily be made available 
to me in that set of circumstances since you started to 
break down the reserve. I might need to know what the 
depreciation rate was, what the estimated service life was, 
what the age of the property was, and what the property 
was, and so on and so forth. 

By Mb. Hull: 

Q. If you follow my assumptions- A. I don’t 

like to have these questions answered in the dark and then 
have them related to a specific case such as P.W.&P. Com¬ 
pany. 

Q. If you follow my assumptions that the depreciated 
original cost of the property destroyed is $50,000, you need 
no assumptions regarding service life or age. A. Oh, 
there might be an erroneous balance in the depreciation 
reserve which might affect the conclusions that I would 
reach. 
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Q. Oh, yes, and it might be that somebody faked the 
books and the actual capital stock liability was $250,000. 
But we are not dealing with assumptions like that. A. 
I don’t know what we might get into. 

Q. Just assume that the entries in the balance sheet 
are as I have given them to you, and that after properly 
computing a depreciation reserve with respect to the plant 
[13321] that is destroyed by fire the depreciated value is 
$50,000. You need not make any assumptions about service 
life at all. A. You say out of $200,000 of plant, $100,000 
was destroyed? 

Q. Plant representing $100,000 of original cost. A. 
And the reserve for that, the proper reserve for that was— 

Q. $50,000. A. -$50,000. Proper reserve for the 

balance of the plant was $25,000? 

Q. That is right. 

Mb. Goldbebg: Insurance recovery is $75,000. 

Mb. Hull: That is right. 

The Witness : I will give you the answer to that later. 

Mb. Goldbebg: Has the question already been 
asked? Is the question what are the entries that would 
be made upon recovery? 

By Mb. Hull: 

Q. What entries would be made to reflect the effect of 
the destruction of the property and the collection of pro¬ 
ceeds on the plant account, and upon the reserve for de¬ 
preciation, and I would like to know also where the differ¬ 
ence between the depreciated cost of $50,000 and the pro¬ 
ceeds of insurance of $75,000 will finally be reflected on the 
balance sheet. [13322] A. I don’t believe I can answer 
that problem because it indicates that there might possibly 
be a reserve adjustment necessary and you just can’t de¬ 
termine these reserve adjustments in the abstract. You 
have to have more information. 
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I would have to know all the facts that could be ascer¬ 
tained of the company’s past financial policy and history 
by the Begulatory Commission with respect to depreciation 
in the past. I would be interested in knowing whether any 
reserve adjustments had been made in the past and why. 
I would be interested in knowing the estimated future life 
of the property. I would be interested in knowing whether 
the reserve had been recouped, whether the depreciation 
charges always had been recouped through earnings and 
so on. 

Q. Mr. Dunn, the simple question I asked you is in 
conformity with the instructions and regulations of the 
uniform system of accounts? A. No, it isn’t, Mr. Hull. 
It involves possibly a reserve adjustment, and the circum¬ 
stances under which the depreciation reserve can be 
adjusted are not set forth in the system of accounts. 

Q. Is it my understanding, Mr. Witness, that when you 
have a fire loss all of these problems you suggest are pre¬ 
sented? A. If you lose fifty per cent of your plant in a 
fire loss, I assure you that very serious problems are pre¬ 
sented. 

[13323] Q. You have told me a lot of things you would be 
interested in knowing. 

Can you tell me the things that you must know in order 
to give me the answer? A. The things I must know are 
all of the facts that can be ascertained regarding the com¬ 
pany’s past history and the estimated life of the property 
remaining. 

• • • 

[13358] Q. It is a fact, is it not, that if a reserve for de¬ 
preciation for Penn Water is accumulated on the straight- 
line basis at rates determined by the estimated service 
lives shown in Exhibit 59, the reserve will be substantially 
greater throughout the life of the property than the amount 
necessary to meet retirements which are to be expected if 
the estimated service lives prove to be correct? A. That 
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will be trne under the straight-line method or any other de¬ 
preciation method. 

Q. The excess of the reserve for depreciation over the 
estimated retirements, however, would be greater under the 
straight-line method than under any other method of de¬ 
preciation accrual, would it not? A. I have a little 
trouble with your statement ‘ ‘ excess of the reserve over the 
estimated retirements. ’’ The balance in reserve would not 
relate to the property retired but the property not retired. 
[13359] Q. Yes, but the point of my question is that the 
amount in the reserve would be substantially in excess of 
the charges to reserve for retirement of property through¬ 
out the life of the enterprise, is that correct? A. That 
is the same as your first question. 

Q. Yes. A. I believe the answer was “yes.” 

Q. And the excess I refer to would be greater if the 
straight-line method is used than if any other method of 
depreciation is used. Isn’t that true? A. I don’t know 
that you referred to any excess. There is no excess. It is 
the amount required. I will say this in answer to the latter 
part of your question: That the straight-line method cre¬ 
ates a higher reserve balance, all other facts being the 
same, than an interest method such as the sinking fund 
method or compound interest method. 

• • i 

[13374] A. When you record depreciation expense you re¬ 
cord in operating expenses the current depreciation cost 
with a related entry to the reserve for depreciation. You 
do not record any payments received or money deposited. 

• • • 

[13444] The Witness: Are you referring to the two mil¬ 
lion dollars in the reserve for depreciation? 

By Mr. Hurl: 

Q. Yes. A. As I said, that is a contra account to 
plant account, but no specific assets in the plant account can 
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be identified as assets reflected by tbe reserve for deprecia¬ 
tion. 

• • i 

[13609] Redirect Examination 

By Me. Goldberg : 

• • • 

[13615] Q. Now, I would like to draw your attention to the 
Accountants Handbook, third edition, W. A. Paton, Editor. 
And to page 747 thereof. At page 747 there is a paragraph 
which has this caption: 

“Significance of Depreciation Reserve.” 

Is that right! A. That is correct. 

• • • 

[13616] Q. Will you read that, Mr. Dunn? 

A. “Significance of Depreciation Reserve. 

“The depreciation reserve or allowance, to the ex¬ 
tent that it measures a careful and reasonable estimate 
of accrued depreciation, should be interpreted not as a 
true reserve, or appropriation of surplus, but rather 
as a contra account, or valuation account, modifying 
the gross book value of the depreciable fixed assets. In 
particular cases, the [13617] depreciation reserve may 
be in part surplus, as a result of setting up clearly ex¬ 
cessive charges for depreciation, but this fact does 
not alter the nature of the typical reserve for accrued 
depreciation. 

“The use of the term * reserve \ which is well nigh 
universal, is not altogether fortunate, particularly be¬ 
cause of the standard use of this term in labeling genu¬ 
ine surplus appropriations, and also because a layman, 
in particular, tends to think of the depreciation re¬ 
serve, when so named, as a fund of cash or other liquid 
assets set aside for the purpose of replacing the de¬ 
preciating property at the end of its service life. The 
conventional depreciation reserve not only does not con- 
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sist of an actual fund, but can be said to represent or in¬ 
dicate a fund of property only in a very indirect way, 
if at all. The balance in the reserve or allowance for 
accrued depreciation represents just one thing—the 
estimated expiration in use of the depreciable prop¬ 
erty, shown in other accounts at cost or other gross 
book value. This can be emphasized by calling atten¬ 
tion to the fact that it is quite possible to account for 
depreciation by avoiding the use of the reserve account 
entirely through the use of a procedure by which the 
credits are lodged directly in the plant accounts. 

“The really significant element in the accounting 
for depreciation is the setting up of the charge to op¬ 
eration, [13618] and finally to revenue, by which the 
showing of net profit is restricted below the figure 
which would appear if the depreciation were neglected, 
and, as a result of which dividends are restricted to 
true net earnings and capital impairment is avoided. 

“This does not deny the fact that where operation 
is successful—that is, where revenues are at least suffi¬ 
cient to cover all costs—assets tend to be built up at 
least to the amount of the accumulated balances in the 
reserve account, to take the place of the expired values, 
assuming the funds replacing expired values are not 
utilized in retiring liabilities or otherwise withdrawn 
from the business. 

“Hatfield discusses three common misconceptions 
regarding the depreciation allowance: 

“ (1) The view that it represents a fund of money; 

“ (2) The view that it represents a reservation of 
profits; 

“ (3) The view that it constitutes inherently a pro¬ 
vision for replacement. 

“He shows that none of these views is sound, by 
pointing out that the reserve account represents noth- 
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ing more than an estimated expiration of asset valnes, 
that depreciation goes on whether there are any profits 
or not, and that the recognition of depreciation is a 
‘condition precedent to the ascertainment of profits/ 
and that depreciation [13619] acccoxmting should take 
the same form in the case of property which there is 
no intention or prospect of replacing as in any other 
case.” 

• • « 

Q. Do yon agree with the views expressed in the para¬ 
graphs yon read? A. I do. 

* * • 


[14554] HANINA ZINDER 

was called as a witness, and after having been dnly sworn 
and examined, testified as follows: 

[14555] Direct Examination 

By Mr. Myse : 

Q. What is your full name, Mr. Zinder? A. Hanina 
Zinder. 

Q. What is yonr business? A. I am a consultant 
to Public Utilities on rate matters. 

Q. Will you outline briefly your education and experi¬ 
ence? A. I graduated from Carnegie Institute of Tech¬ 
nology with the Degree of Bachelor of Science and Elec¬ 
trical Engineering in 1924. 

In 1926 I obtained a Degree of Master of Business Ad¬ 
ministration from Northwestern University, specializing in 
the field of public utilities. 

Subsequently I attended the Central Station Institute 
of the Commonwealth-Edison Company of Chicago and re¬ 
ceived a certificate of completion. I completed this course 
in 1927. As part of this course, I spent three three-month 
intervals in various departments of the company. In these 
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departments we carried on certain duties at the same time 
on the operations of the department. 

I also attended courses at the University of Wisconsin 
in working towards a Ph.D. degree. 

So much for my education. 

[14556] As to my experience, upon graduating from Car¬ 
negie Institute of Technology in 1924,1 entered the employ¬ 
ment of the Commonwealth-Edison Company in Chicago. 
With the exception of a short leave-of-absence, of about 
four months, I was continuously employed in the Common¬ 
wealth-Edison Company for a period of approximately six 
years. Two years of this time was spent in the operating 
department of the Fifth Street generating station of the 
company, which at that time was the largest steam-gener¬ 
ating plant in the United States. 

Subsequent to my completion of the Central Station In¬ 
stitute course of the Commonwealth-Edison Company, I 
entered the contract department of the company where I 
was employed for approximately three years. My duties 
in this department consisted of making reports on the com¬ 
parative costs of electric service for large commercial and 
industrial establishments in Chicago as between generation 
by the establishment itself and purchasing its total require¬ 
ments from the company. 

These reports frequently required allocations of costs 
of service as between private plant generation and purchas¬ 
ing their entire electric requirements. 

The total allocations were between cost of steam heat¬ 
ing, processed steam and electric generation. The work also 
involved an intimate knowledge of large power rates and 
their proper application to various establishments. 

While engaged full-time at the Commonwealth-Edison 
[14557] Company, some time was spent evenings assisting 
in the preparation of an employee manual on public utility 
economics for the Middle-West Utility Company. 

During this same period I instituted jointly with Dr. 
Paul J. Raver a course in public utility rates and subse- 
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quently conducted as well a course in public utility opera¬ 
tion and management. It was my understanding that the 
course started by Northwestern University in Public Util¬ 
ities was the first course of that type in any university. 

This university activity continued until I left Chicago 
in 1931. 

For a period of approximately four years commencing 
in 1931,1 was a member of the Staff of the Public Service 
Commission of Wisconsin. For the major portion of this 
period my title was that of Chief Eate Analyst. My work 
with the Public Service Commission of Wisconsin involved 
supervising the work of other rate analysts on the engineer¬ 
ing and economic phases of rate investigations of electric, 
gas and water utilities. This included studies to determine 
not only the reasonableness of the overall earnings of the 
companies investigated, but also the determination of the 
proper relative relationship of the various rates, both re¬ 
tail and wholesale, based upon studies of the cost of service. 

While I was with the Public Service Commission of 
[14558] Wisconsin, I was engaged on several occasions, 
part-time, on rate work for the Tennessee Valley Authority. 
This included investigation in the determination and design 
of the original rates and rate provisions, both retail and 
wholesale, of the Tennessee Valley Authority. During this 
same period; that is, from 1931 to 1935, I was engaged as 
a rate consultant for the Electric Home & Farm Authority. 

My duties with this authority were to design and recom¬ 
mend a rate policy. 

In 1935 I joined the Staff of the E.E.A. where I sub¬ 
sequently became Chief of the Eate Division. My duties at 
first were to assist in the formulation and to recommend the 
rate policies to be followed by this Administration. Sub¬ 
sequently, in accordance with the rate policies adopted, I 
participated in or supervised the negotiation for the pur¬ 
chase of power at wholesale by hundreds of rural electric 
cooperatives throughout the United States. Some of the 
negotiations involved controversies that required both for- 
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mal and informal appearances before the State Com¬ 
missions, including the making and presentation of cost 
studies. 

In December of 1937 I left the Rural Electrification Ad¬ 
ministration to join the Staff of the Federal Power Com¬ 
mission, initially with the title of Principal Engineer. 

In 1938 I was made Chief of the Division of Rates and 
Statistics, which position I occupied with some changes in 
[14559] the designation of the Division and its activities 
for a period of approximately seven years until January 1, 
1945. 

My duties and activities as a member of the Staff with 
the Federal Power Commission are, of course, a matter of 
record with this Commission. 

Briefly, these involved the direction and supervision of 
Commission Staff activities involving statistics, rates for 
both electric and natural gas companies, and engineering on 
natural gas matters. 

At the time I joined the Staff of the Federal Power 
Commission it had just instituted its first rate investigation. 
It was my responsibility to recommend, supervise and ad¬ 
minister the type, scope and policies to be followed in these 
and subsequent investigations as to rate and engineering 
matters. 

Beginning with the Albany Lighting case of the Com¬ 
mission, and on through each rate case of this Commission 
thereafter, practically all of them required investigations, 
studies, and exhibits to be prepared on the allocation of 
costs between so-called jurisdictional and non-jurisdictional 
business. The direction and supervision of this work was 
one of my major responsibilities. 

During the war I directed the Commission Staff activ¬ 
ities under the Presidential Directives regarding the review 
and approval of War Power contracts. Practically all of 
these contracts involved the sale of large blocks of power, 
[14560] frequently at special rates. The determination of 
the reasonableness of these rates in most cases involved 
studies of costs, and in many cases cost allocations. 
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Similar work was continued after the war in assisting 
the War Department, Navy Department, and Reconstruc¬ 
tion Finance Corporation with respect to the renegotiation 
of War Power contracts. 

[14561] On January 1, 1945, I left the Commission and 
joined Mr. E. Holley Poe in carrying on a private consult¬ 
ing practice, and subsequently became an associate of E. 
Holley Poe and Associates. I continued this association and 
activity until September 1, 1946. During this period I en¬ 
gaged in a general consulting and advisory practice on rate 
and related matters involving both private and public util¬ 
ities in the United States and Canada. 

I was engaged as a rate consultant by the Bonneville 
Power Administration, and still continue in this capacity 
at the present time. Also during this period, I assisted in 
the preparation of portions of the testimony on behalf of 
the Natural Gas Industry Committee before the Federal 
Power Commission in their Docket G-580 and testified in 
the Washington hearing in this case. 

Q. Now, Mr. Zinder, were you requested by Pennsyl¬ 
vania Water and Power Company to make a study of its 
costs allocable to Consolidated Gas Electric Light and 
Power Company of Baltimore? 

A. I was. 

Q. Have you prepared a study showing your deter¬ 
mination of the cost of service of the Pennsylvania Water 
and Power Company and Susquehanna Transmission Com¬ 
pany of Maryland allocable to Baltimore Company? 

A. I have. 

[14562] Mb. Myse: I ask to have marked for identification 
the document described as “ Determination of Cost of 
Service of Pennsylvania Water and Power Company 
and Susquehanna Transmission Company of Maryland 
to Consolidated Gas Electric Light and Power Com¬ 
pany of Baltimore.’’ I understand the next Exhibit 
number is 319. 
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Trial Examiner: Yes. The document may be 
marked Exhibit 319 for identification. 

(The document referred to was marked for iden¬ 
tification as Exhibit Number 319.) 

* • • 

[14569] Q. Does Exhibit 319 show the costs of Penn Water 
and Susquehanna properly allocable to Baltimore Com¬ 
pany? 

• • • 

[14570] The Witness: It does. 

• • • 


[14573] WM. H. EICHHORN, JR. 

was called as a witness, and after having been duly sworn 
and examined, testified as follows: 

Direct Examination 

By Mr. King: 

Q. Will you give your full name for the record, Mr. 
Eichhorn? A. Wm. H. Eichhorn, Jr. 

Q. What is your present position with the Pennsyl¬ 
vania Water & Power Company? A. Secretary and As¬ 
sistant Treasurer. 

Q. Will you state your educational background for the 
record, please? A. I am a graduate accountant, and a 
Certified Public Accountant in the State of Maryland. 
[14574] Q. Will you state your experience, please? A. 
I have been employed in accounting work since 1926. Since 
1931 with the Safe Harbor Water Power Corporation and 
Penn Water & Power Company. 

Q. Mr. Eichhorn, have you prepared a statement show¬ 
ing reconciliation of the Federal Power Commission Staff’s 
recommended disallowances from the company’s electric 
plant accounts pursuant to Exhibit 51, Schedule 2, and 
testimony as presented by witness Newlands with Penn 
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Water Exhibit No. 25, consolidated statement showing 
original cost of electric plants as of December 31, 1945? 
A. I have. 

Q. I show you a document consisting of a summary 
and five sheets with supporting schedules A to Q and ask 
you whether this is the statement of reconciliation to which 
I have just referred. A. Yes, it is. 

• • * 

Trial Examiner: The document will be marked 

Exhibit 320 for Identification. 

* * * 

[14575] By Mr. King: 

Q. Will you state briefly the purpose of this exhibit, 
Mr. Eichhorn? A. The exhibit is for the purpose of re¬ 
conciling mathematically the Staff’s proposed disallow¬ 
ances from the original cost as shown in Exhibit 51 with 
the company’s Exhibit 25, and it sets forth the differences 
as items. 

Q. Will you describe them briefly in this Exhibit 320? 
A. If you will turn to page 1 you will see that items 1, 2 
and 4 make up the total amount shown as item 5, which is 
total electric plant recommended for allowance by the 
F.P.C. Staff. 

Items 6, 7 and 8 total as item 9, amounts recommended 
by the Staff for disallowance. They total $3,753,843.75. The 
total of items 5 and 9 give you item 10, which is a total orig¬ 
inal cost of electric plant per Penn Water Exhibit 25. That 
amount is $36,704,706.47. 

Q. Did you say the totals of 5 and 9—I see it now, Mr. 
Eichhorn. Those totals give you item 10. A. That is 
right. 

Items 11 and 12 are disallowances conceded by the com¬ 
pany and the total amount is shown as item 13, $99,006.39. 

The deduction of item 13 from item 10 will produce the 
amount shown as item 14, the net revised original cost of 
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electric plant as of December 31, 1945, as claimed by the 
[14576] company. 

Q. What amount? A. $36,605,700.08. 

Those items on page 1 are shown in more detail on 
pages 2 to 6 inclusive, and the items shown on pages 
2 to 6 are further supported by schedules A to Q, which 
are pages 7 to 58, inclusive. 

Q. Does that complete your answer, Mr. Eichhorn? 
A. Yes, that completes the description of the schedule. 

Me. King: You may cross examine. 

Me. Goldbebg : Let me understand this. I think it 
is probably a statement which will have to come from 
Respondent’s counsel. 

Do the Respondents propose to submit other wit¬ 
nesses who will testify on the data, or any part of the 
data, in Exhibit 320? 

Ms. King: The answer to your question is “no,” 
Mr. Goldberg, but you will recall that heretofore we 
submitted for cross-examination, in connection with 
Mr. Gunn’s cross-examination on original cost, Messrs. 
Wetzel, Bortner, Eichhorn and Chase, all of whom as¬ 
sisted Mr. Gunn in connection with the subject matter. 

• • • 

[14577] Cboss Examination 

By Me. Goldbebg: 

• • • 

[14579] Q. * * # Do I understand that you have made no 
decisions in preparing Exhibit 320 as to the propriety of 
the claimed costs. Is that right? A. That is right. It is 
purely a mathematical reconciliation setting up Commis¬ 
sion disallowance, less the Company disallowance, and the 

net difference. 
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[14591] Q. As a matter of fact, if we look at Schedule K-l, 
you have a column entitled “Title of Job Order and 
Description of Item.” Is that right? A. That is right. 

Q. Those paragraphs that appear along with each item 
under that column are intended to be, I take it, items of 
explanation of the amounts which appear in the schedule. 
Is that right? A. Yes. 

Q. That explanation isn’t necessary for your recon¬ 
ciliation, is it? A. Well, I believe the explanation is 
necessary to [14592] an understanding of it, yes. 

Q. Is there any explanation in either Exhibit 26 or Ex¬ 
hibit 27 of Job Order C-193? A. No, not in Exhibits 26 
or 27, but these figures are a part of Exhibit 25. 

Q. Is there an explanation in Exhibit 25? A. No, 
there is no explanation in Exhibit 25. 

Q. You could have made a reconciliation between the 
staff’s allowances and disallowances with respect to orig¬ 
inal cost and the company’s claims regarding original cost 
without these explanations in Schedule “K”. Isn’t that so? 
A. No. 

Q. Why not? A. Because they are not explained in 
Exhibit 51. 

Q. Are they explained in your exhibits which were part 
of your direct case? A. This is the only place in the 
record that I know that they are explained because they 
were not explained in Exhibit 51. 

Q. Now, then, you can make a reconciliation without 
that explanation. Isn’t that so? A. Not an understand¬ 
able one I believe. 

Q. In other words, nobody would know what Job Order 
C-193 was about in connection with the company’s claim un¬ 
less you made this explanation which is in your reconcilia¬ 
tion. [14593] Is that it? 

# # # 

The Witness : That is true, and I believe the rea¬ 
son is that in the staff’s Exhibit 51 the item was not set 

forth and explained what it was. 
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[14598] Q. Mr. Eichhorn, looking at page 35 of Exhibit 
320, these descriptions that appear under the column en¬ 
titled “Title of Job Order and Description of Item,” are 
they verbatim copies of what appears in the job order as a 
description of the item? A. No, I don’t believe they are 
verbatim descriptions of the job order. It probably has 
been added to a little for explanatory purposes. 

Q. The explanation under the first one, for example, 
who prepared that explanation? Did you prepare it? 
A. Well, all the explanations of these details came from 
Mr. Wetzel. 

Q. In other words, Mr. Wetzel gave you the year of 
expenditure, the job order, the title of the job order as he 
wrote it, and his description of the item. Is that right? 
A. That is right. t 

Q. You didn’t examine the job order yourself to as¬ 
certain whether the description was an accurate one, did 
you? A. No. I assumed the description was an ac¬ 
curate one. I worked with Mr. Wetzel a long time and find 
he is very reliable and I can depend on what he gives me. 
[14599] Q. Is that what you did, you depended on what he 
gave you? A. That is right, I depended on Mr. Wetzel 
for the details. Then, of course, all the schedules in the 
Exhibit 320 were submitted to Mr. Gunn and he made the 
final decisions as to what was to be in here. 

Q. Did Mr. Gunn review the job orders? A. No, he 
did not review the job orders. 

Q. Where does the information come from indicating 
that the amount involved in connection with the first item 

on page 35 was charged to the reserve for depreciation? 

• • • 

The Witness: That came about in connection with our 
determination of original cost. That work all was done 
under Mr. Wetzel’s supervision. 

By Mr. Goldberg : 

Q. Mr. Wetzel, I take it, also supplied you with the in¬ 
formation that certain amounts were either charged to the 
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reserve for depreciation or operating expenses on the com¬ 
pany’s books. Is that right? A. That is right, the de¬ 
tailed records of the original cost determination are nnder 
his charge and were made under his supervision. 

Q. Who prepared the caption appearing on page 35, 
[14600] * 4 Summary of Betterments, Arising Through 
Minor Items Charged in Error to Operating Expenses or 
to Reserve for Depreciation”? A. I believe I prepared 
the caption. I talked to Mr. Wetzel about the items he had 
given me and prepared the caption. 

Q. When you say you talked to Mr. Wetzel about the 
items he had given you, did you talk to him for the purpose 
of securing an accurate title for the items? A. Yes, I 
asked him to make an accurate title. I believe these titles 
he has here are accurate. 

Q. Did he write that title which I quoted? A. 
“Summary of Betterments—”, etc? 

Q. Yes. A. Well, I don’t believe he wrote the title 
other than as I suggested it be written. 

Q. Did you determine that all of these were better¬ 
ments? By “all of these” I mean the items listed in the 
various schedules in K. A. Based upon the informa¬ 
tion he gave me, yes. We discussed them generally and I 
asked that a schedule be made up showing those that are 
betterments as distinguished from those that were addi¬ 
tions and those that were replacements. 

Q. And he gave you the segregation as it appears in 
Exhibit 320. Is that right? A. That is right. 

[14601] Q. Did you decide that the items had been charged 
in error either to the operating expense accounts or to 

reserve for depreciation? 

• • • 

The Witness: Well, based upon the data that he gave 
me as to the items it appeared to me that they were in error. 
By Mb. Goldberg: 

Q. Did you decide that they were charged in error? 
A. Based upon the data he gave me I decided that they 
were in error. 
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Q. Did you select the caption “Charged in Error’’ 
which is the heading for two columns appearing on page 
35 and the other pages all the way through, at least, page 
45? A. You are speaking about the items as they appear 
here in this exhibit and not as they originally occurred in 
connection with the original cost study, I presume? 

Q. That is right. A. Because I make a distinction 
of that type for this reason: Originally these items were 
discussed by Mr. Gunn, Mr. Luther, Mr. Wetzel and myself 
occasionally as they came up in connection with the original 
cost determination. 

Mr. Gunn, along with counsel and myself, made the 
joint [14602] determination that all of these items that you 
see here in the K Schedules and in addition the ones which 
are set forth in Exhibit 51 in entries 18, 23 and 24 of that 
exhibit were in the nature of accounting errors, and that 
was the basis upon which I used the heading here, “Charged 
in Error” which you see in the K Schedules. 

Mr. King: Of Exhibit 320? 

The Witness: Of Exhibit 320. 

• • • 

[14605] Q. You spoke of the items being in the nature of 
accounting errors. What do you mean by “in the nature 
of accounting errors”? A. Simply that they were in 
error. 

Q. You didn’t say they were in error. You said they 
were in the nature of accounting errors. What does 
that mean? [14606] A. These items apparently were 
charged on Schedule K-l starting on page 35. The items 
were charged to the reserve for depreciation or operating 
expenses instead of to electric plant. 

Q. What enabled you to conclude that it was in error? 
So far I have not seen anything that is wrong. What made 
it in error? That is what I am trying to get at. A. Are 
you referring now to Schedule K-l? 

Q. If you wish, you can talk about that one. That 
begins on page 35. A. That is right. 
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Based on the information on Schedule K-l, for ex¬ 
ample, the excess cost of the enamel signs over the esti¬ 
mated cost at current prices of varnished and baked signs 
being replaced in the amount of $336.24 should, at the time 
the cost was incurred in 1923, should have been charged to 
electric plant instead of the account “Reserve for Deprecia¬ 
tion.’ ’ 

Q. Why? A. Because that is a proper place to have 
charged that type of cost. 

• • • 


[14614] HERBERT B. DORAU 

• i • 

Direct Examination. 

Mr. Hull: Mr. Examiner, Dr. Dorau has been 
sworn and his qualifications are of record at transcript 
797 to 801. 

By Mr. Hull: 

Q. Dr. Dorau, do you have your rebuttal testimony 
before you? A. Yes. 

Q. Were you supplied with a copy of the Commission 
Exhibits 59 and 61 ? A. Yes. 

Q. Did you request the Pennsylvania Water & Power 
Company to classify its depreciable property according to 
the estimated lives offered in Exhibit 59? A. Yes. 

• • • 

[14619] Trial Examiner: The Examiner directs the wit¬ 
ness to hand the Reporter a copy of the exhibit he has 
before him and the Reporter will mark it Exhibit 321 
for identification. 

(The document referred to above was received and 
marked for identification Exhibit 321.) 
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[14621] By Mr. Hull: 

Q. Did you also request the company to prepare for 
you according to your specifications a distribution of prop¬ 
erty retirements as they would have taken place and would 
take place according to the life estimates as offered in Com¬ 
mission Exhibit 59, over the period 1911-2010? A. Yes. 

Q. Did you also request and have prepared under your 
direction a calculation of the annual gross increment to a 
depreciation reserve on a straight line accrual basis using 
the estimated lives as set forth in Commission Exhibit 59 
and the investment of the Company in depreciable plant by 
years from 1911 to December 1945 as determined by Com¬ 
mission Staff and a constant dollar investment balance 
from 1946 to 2010? A. Yes. 

Q. In the preparation of the annual gross increment 
to a depreciation reserve on a straight line basis and other 
bases for which you used the investment of the company 
in depreciable plant what assumptions if any did you make 
as to the years subsequent to 1945? A. I assumed that 
retirements would be followed by replacements so as to 
maintain a constant investment balance by years for the 
period 1946-2010. 

Q. Where are the results of these calculations serf: 
forth? [14622] A. On Exhibit page A-l of my exhibit 
(Company Exhibit No. 321). 

Q. Will you explain the tabulation on exhibit page 
A-l ? A. Column 1 of this tabulation records a 100 year 
period set forth as years 1 to 100. Year 1 is 1911 and year 
100, the year 2010. 

Column 2 sets forth the cumulative retirements of de¬ 
preciable property by years on the basis previously ex¬ 
plained. 

Q. I notice that the total in Column 2 reaches 
$30,129,460 in the 100th year, a sum in excess of the invest¬ 
ment in depreciable property. Why does this occur? A. 
By the year 2010 and, in fact to some extent before, shorter 
lived property will have gone through one or more life 
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cycles of investment, retirement and replacement and thus 
appear more than once in the gross cumulative total by 
years. 

Q. Will you continue with your explanation of the 
tabulation on exhibit page A-l ? A. The third column on 
exhibit page A-l reduces the cumulative accrual of retire¬ 
ments as forecast by Commission Exhibit 59 to a percentage 
basis with the total at the 100th year as 100 per cent. 

The purpose of reducing the cumulative gross retire¬ 
ment forecast to an index is to afford comparison with the 
rate of accrual of a so-called depreciation reserve on the 
[14623] alternative bases indicated in columns 4, 6, 8 and 10 
of this tabulation. 

Reference to column 3, (the cumulative per cent ac¬ 
crual of estimated retirements) indicates that after an 
elapse of 43 years, 43 per cent of the period, less than 1 
per cent (.75) of the anticipated retirements will have 
taken place and that after 50 years, i.e., an elapse of half 
the period, only 8.32 per cent of the retirements estimated 
to occur in 100 years will have taken place. Even after 
75 years, an elapse of three quarters of the period, less than 
50 per cent of the estimated 100 year retirements will have 
taken place. 

Q. What significance do you attach to the rate at 
which estimated retirements actually accumulate? A. 
The rate of accumulation of retirements of the property of 
this company is very slow, a large part of the investment 
consists of long lived property so that the average esti¬ 
mated life is long and the date at which the liability to 
retire and replace matures is very remote. The economic 
significance of such a liability decreases with futurity and 
thus the bases of reserve accrual which, although wrong 
in principle may be practical enough when applied to short 
lived property, lead to economically absurd results when 
applied to long lived property and wholly unreasonable 
consequences when applied to such extremely long lived 
[14624] property as that of a hydro-electric establishment. 
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Q. Have you determined the average estimated life of 
the dollar investment in the depreciable property of Penn¬ 
sylvania "Water and Power Company? A. Yes, the dol¬ 
lar weighted estimated life (using the estimates of Commis¬ 
sion Exhibit 59) and the 1945 investment of $26,718,506 was 
64 years. 

Q. Have you prepared a distribution of the $26,718,506 
1945 investment in depreciable property by estimated life 
expectancy? A. Yes, the distribution in dollars and per 
cent, cumulative and non-cumulative is as follows: 


Invested Dollars Percentage 


Group 

Group 

Cum. 

Group 

Cum. 

100 yrs. 

3,558,389 

3,558,389 

13.32 

13.32 

75 yrs. 

5,729,951 

9,288,340 

21.45 

34.77 

70 yrs. 

5,123,481 

14,411,821 

19.18 

53.95 

65 yrs. 

221,324 

14,633,145 

0.83 

54.78 

60 vrs. 

• 

114,831 

14,747,976 

0.43 

55.21 

55 yrs. 

3,282,026 

IS,030,002 

12.28 

67.49 

50 yrs. 

1,448,397 

19,478,399 

5.42 

72.91 

45 yrs. 

3,371,582 

22,S49,981 

12.62 

85.53 

40 yrs. 

1,234,316 

24,084,297 

4.62 

90.15 

35 yrs. 

1,854,062 

25,938,359 

6.94 

97.09 

30 yrs. 

644,222 

26,582,581 

2.41 

99.50 

[14625] 





25 yrs. 

118,244 

26,700,825 

0.44 

99.94 

15 yrs. 

17,681 

26,718,506 

0.07 

100.0 

Total 

26,718,506 


100.00 



Q. Will you continue with vour explanation of the 
tabulation on your exhibit page A-l? A. In column 4 
under the heading “straight line”—“dollars” there are 
set forth by years the accumulated amounts which would 
accrue on a straight line basis and on the basis of the life 
estimates of Commission Exhibit 59 applied to the invest¬ 
ment made by Pennsylvania Water & Power Company. 

The same accumulation on a percentage basis is set 
forth in column 5. 
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The accumulated totals in columns 2 and 4 may be 
compared and the relative rate of accumulation may be 
compared by reference to columns 3 and 5. Such com¬ 
parisons will indicate for example that, 

At the end of 43 years 34 per cent of the gross accruals 
will have been accumulated but only .75 of one per cent 
of the retirements will have been made and that even, 

At the end of 61 years when 25 per cent of the retire¬ 
ments will have accumulated, over 55 per cent of the gross 
reserve accumulations will have accrued. 

[14626] In columns 6 and 7 similar information is set 
forth for a 3 per cent interest basis, in columns 8 and 9 for 
a 4% per cent interest basis and in columns 10 and 11 for 
a six per cent interest basis. 

Comparisons may be made on an absolute or per¬ 
centage basis. Such comparisons disclose the high and 
rapid rate of accumulation of the accruals on a straight 
line basis when compared with either the accumulated vol¬ 
ume or relative rate of retirements or the accumulated ac¬ 
cruals on any of the interest bases. Thus for example after 
43 years when, 

34.29 per cent of the straight line accrual will have 
been accumulated, and only 

.75 per cent of the retirements will have been accumu¬ 
lated, 

23.92 per cent of the reserve accrual on a three per 
cent basis will have been accumulated and 
20.47 per cent on a 4% per cent basis and 
16.66 per cent on a six per cent basis, 
the accumulated reserve on a three per cent basis will 
be $8,950,907 as compared with $13,842,846 on the 
straight line basis and $7,467,502 on a 4 1 / 4 per cent 
basis and $5,902,808 on a six per cent basis. 

Q. Have you prepared a chart setting forth the re¬ 
lationship indicated on exhibit page A-l? A. Yes. It 
appears on exhibit page A-2 of this same [14627] exhibit. 
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Q. Will you briefly explain the chart on exhibit page 
A-2 of your exhibit? A. This chart sets forth graph¬ 
ically the facts developed in the tabulation on exhibit page 
A-l. 

It may be readily observed that, 

(1) through the first 40 years of the life of the 
property the proportion of the retirements which 
would take place according to the life estimates of 
Commission Exhibit 59 is insignificant and relatively 
inconsequential and that, 

(2) the relative accumulation of gross increment 
to a reserve to meet the cost of such estimated retire¬ 
ments on the 3, 4*4, and 6 per cent accelerates more 
rapidly than and remains relatively well ahead of the 
gross increment of retirements but 

(3) that the gross accrual on a straight line basis 
far exceeds in relative rate of accrual even that of 
the gross accrual on a three per cent interest basis 
and is absurdly in excess of the rate at which retire¬ 
ments are estimated to accrue and that, 

(4) obviously the use of a common percentage 
scale eventually brings the several curves together 
[14628] at the 100 year point since the several totals 
are each treated as 100 per cent in the 100th year. 

How different the absolute totals of accumulated re¬ 
tirements and the gross totals of reserve accruals on the 
various bases remain even after 100 years will be devel¬ 
oped in later tables and charts. 

Q. Are these relationships further developed and set 
forth in the chart on exhibit page A-3? A. Yes. 

Q. Will you briefly explain the chart on exhibit page 
A-3? A. The chart on exhibit page A-3 differs from 
the one on exhibit page A-2 in that the vertical scale is in 
per cent rather than dollars. There are plotted against 
the same horizontal scale of 100 years the absolute dollar 
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values set forth in the table on exhibit page A-l, columns 
2, 4, 6, 8 and 10. 

Examination of the chart on exhibit page A-3 indicates 

that, 

(1) the absolute gross accumulation of estimated 
retirements is inconsequential for more than 40 years 
from inception, and that, 

(2) the absolute gross accumulation of accruals 
on each of the alternative bases of [14629] reserve 
accrual is far in excess of the accumulated retirement 
requirements and that, 

(3) the absolute gross accumulation of a reserve 
on the straight line basis at all times far exceeds the 
estimated cumulative retirements and is in excess of 
the estimated accumulated retirements after 100 years 
by more than 10 million dollars and in other years by 
the following amounts, 


90th year 
80th year 
70th year 
60th year 
50th year 
40th year 


$13,367,330 

15,460,640 

14,782,256 

14,465,007 

14,594,603 

12,289,035 


(4) the accumulated gross accruals to the reserves 
on the several interest bases in each instance and at 
all times are in excess of the estimated accumulated 
retirements by a wide margin of safety which in the 
case of the three per cent interest basis exceeds the 
estimates of accumulated retirements in certain years 


by the 

following amounts: 



100th year 

$ 7,296,114 


90th year 

10,297,153 

[14630] 

80th year 

11,613,702 


70th year 

10,494,969 


60th year 

9,781,073 


50th year 

9,743,903 


40th year 

7,513,521 
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Q. TThat is the purpose of the tabulation on exhibit 
page A-4? A. This tabulation sets forth the same facts 
as to estimated accumulated retirements and reserve ac¬ 
crual on the several indicated bases for the period 1946 
to 2011. It differs in scope from the tabulation on exhibit 
page A-l. The accumulated absolute amounts and per¬ 
centages are related to the calendar years indicated in 
column 1. The tabulation conveniently supplies the basis 
for the chart on exhibit page A-5. 

Q. How does the chart on exhibit page A-5 differ from 
the one on exhibit page A-2? A. It is a cumulative per¬ 
centage chart as the one on exhibit page A-2 but limited 
to the period 1946-2010, the horizontal scale is in calendar 
years. The larger horizontal scale is easier to read. The 
comparisons to be made are the same as on the chart on 
exhibit page A-2 and the same conclusions are appropri¬ 
ately drawn. 

Q. Describe briefly the character and purpose of the 
tabulation on exhibit page A-6. [14631] A. The pur¬ 

pose of this tabulation is to afford ready comparisons be¬ 
tween the investment in depreciable property and the re¬ 
serve balances which would maintain on the basis of the 
life estimates of Commission Exhibit 59. 

The assumptions on which the tabulations on exhibit 
page A-6 were developed are the same as those made in 
connection with the tabulation on exhibit page A-l. From 
1945 a constant investment is assumed to result from re¬ 
placement of retirements at an equal cost. 

The tabulation on exhibit page A-6 can be related to 
the tabulations on exhibit page A-l. The difference be¬ 
tween the cumulative estimated retirements of $30,129,460 
after 100 years as set forth on exhibit page A-l and the 
stabilized investment of $26,718,502 as set forth on ex¬ 
hibit page A-6 after 1945 represents the total of predicted 
retirements. The difference between the accumulated esti¬ 
mated retirements of $30,129,460 and the accumulated 
straight line reserve accrual of $40,367,910 ($10,238,450) 
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is obviously the balance which would be found in a straight 
line accrued reserve under these same assumptions and 
circumstances as set forth in column 3 of the table on 
exhibit page A-6 at the 100 year level. 

Similarly the reserve balances as set forth in columns 
5, 7 and 9 are the same as the differences between the ac¬ 
cumulated totals of estimated retirements as set forth in 
[14632] column 2 of exhibit page A-l and columns 6, 8 and 
10 of the same tabulation. 

The relationships between the investment in depreci¬ 
able property and the reserve balances on the various in¬ 
dicated bases of accrual are most readily observed by 
reference to columns 4, 6, 8 and 10 which set forth the 
percentage relationships between the reserve balances and 
the investment in depreciable property. It may thus be 
noted that, 

(1) the highest ratios, for the first 100 years are 
reached on each basis at the end of the 82nd year when, 

(a) the reserve balance on a straight line 
basis reaches 60.4 per cent 

(b) on a three per cent interest basis 46.6 
per cent 

(c) on a 4% per cent interest basis 41.4 per 

cent 

(d) on a six per cent interest basis 35.3 per 

cent. 

The high relatively sustained level is reached as 
early as the 48th year with a 56.2 per cent reserve 
ratio on the straight line basis, 37.9 per cent on a 3 
per cent basis, 32.1 on a 4% per cent basis and 26.0 
per cent on a six per cent basis. 

[14633] During the last 52 years of the 100 year period 
the average ratio of year end balances to the invest¬ 
ment in depreciable property would be as follows: 
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on the straight line basis—54.1 per cent 
on the 3 per cent interest basis—39.1 per cent 
on the 4*4 per cent interest basis—33.9 per cent 
on the 6 per cent interest basis—28.1 per cent 

This means that a reserve accrued on a straight line 
basis would on the average for a consecutive 52 years ex¬ 
ceed 50 per cent of the investment in depreciable property, 
and that even on a three per cent interest basis the reserve 
would stand at an average of almost 40 per cent of the 
investment in depreciable property for more than half a 
hundred years. 

High average ratios of reserve balance to depreciable 
property will also maintain from 1945 through 1957. The 
average ratios of reserve balances to investment in de¬ 
preciable property for the year period 1945-1957 on the 
several bases w’ould be as follows: 

on the straight line basis—17.9 per cent 
on the 3 per cent interest basis—30.0 per cent 
on the 4 2 /4 per cent interest basis—24.6 per cent 
on the 6 per cent interest basis—19.0 per cent. 

Q. Does the chart on exhibit page A-7 set forth the 
[14634] facts tabulated on exhibit page A-6? A. Yes. 

Q. Will you briefly point out the more significant re¬ 
lationships set forth on this chart? A. The chart on 
exhibit page A-7 records the percentage relationship of the 
reserve balances on various bases to the investment in 
depreciable property as set forth in columns 4, 6, 8 and 10 
of the tabulation on exhibit page A-6. 

It visualizes the rapid use of reserve balance ratios 
for the first 48 years and the striking rapid use of the ratio 
of the straight line reserve balance to the investment. 

It is also clearly indicated and observable that the 
ratio of the reserve balances on the several bases remain 
high and relatively stable for a period of 40 years follow¬ 
ing the rapid rise of the first 48-50 years and that the 
ratio of the straight line reserve balance holds at an ex- 
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ceptionally high level as compared with the ratios of re¬ 
serve balance found on the 3, 4% and 6 per cent bases. 

The substantial extent to which the reserve balance on 
the straight line basis exceeds that on the interest bases 
can readily be observed from the chart on exhibit page 
A-7. From the tabulation on exhibit page A-6 it may be 
determined that the annual reserve balance on the straight 
line basis exceeds that which would maintain on the several 
interest bases by the following amounts, at five year in¬ 
tervals : 


[14635] Reserve Balance on Straight Line Basis 

Exceeds Balance on 


Year 

3% Basis 

4%% Basis 

6 % Basis 

1945 

4,456,381 

5,730,750 

7,030,413 

1950 

4,826,367 

6,268,183 

7,777,382 

1955 

4,915,061 

6,435,033 

8,051,959 

1960 

4,834,642 

6,372,619 

8,024,360 

1965 

4,699,148 

6,233,115 

7,893,317 

1970 

4,666,761 

6,244,223 

7,988,841 

1975 

4,477,622 

6,038,095 

7,796,113 

1980 

4,248,697 

5,768,378 

7,511,193 

1985 

4,013,324 

5,480,172 

7,194,768 

1990 

3,774,786 

5,177,537 

6,852,468 

1995 

3,371,402 

4,617,230 

6,113,193 

2000 

3,037,521 

4,120,184 

5,403,100 

2005 

2,946,871 

3,940,102 

5,087,196 


Q. What general conclusion do you draw from the facts 
as developed in the tabulations and charts on exhibit pages 
A-l to A-7, inclusive? A. The conclusions indicated by 
the facts alone are that, 

(1) the estimated life of the depreciable property 
of Pennsylvania Water & Power Company is extremely 
long, 

(2) the estimated life of a large proportion 
[14636] of the depreciable property of Pennsylvania 
Water & Power Company is beyond the limits of nor- 
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mal human discountability and calculation, i. e., beyond 
40 and 50 years. 

(3) accrual of a reserve to provide for the retire¬ 
ment of property at cost on a straight-line basis for 
such long life property results in the accumulation of 
a very large balance for very long periods of time (50 
years and more) in excess of the cost of retirements, 
and that 

(4) accrual of a reserve to provide for the retire¬ 
ment of property at cost on a 3 per cent interest basis 
for such long life property also results in the accumula¬ 
tion of a very large balance for very long periods of 
time in excess of the cost of retirements. 

And furthermore as a matter of professional opinion I 
conclude that, 

(1) the accrual of a reserve for the retirement at 
cost of depreciable property of such exceedingly long 
life on a straight-line bookkeeping basis results in an 
economic absurdity, 

(2) the accumulation of a reserve against antici¬ 
pated retirements more than 50 years in the future 
serves no practical or necessary business [14637] pur¬ 
poses, 

(3) a basis of reserve accrual which results in an 
average reserve to investment ratio of 50 per cent for 
a future period of 50 years duration fails, by the test 
of common sense and end result, to establish a func¬ 
tional relationship to any necessary economic end, and 
that, 

(4) a 3 per cent interest basis results in the ac¬ 
cumulation of yearly and average reserve balances 
more than adequate to serve necessary economic ends 
and provide for the retirement of property at cost with 
a wide margin of excess of reserve for long periods of 
years. 
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Q. Did yon make a determination of the number of 
years of future retirement liability, at cost of property, 
which the reserve balances accrued on a straight line, 3, 4 % 
and 6 per cent interest bases would provide? A. Yes. 
The results are set forth in the tabulation on exhibit page 
B-l and in graphic form in the chart on exhibit page B-2. 

Q. Will you explain this tabulation on exhibit page 
B-l and the chart on exhibit page B-2? A. The tabula¬ 
tion on exhibit page B-l sets up opposite each year the 
number of years of future estimated retirements [14638] 
which the reserve balance as of the end of the indicated 
year will provide. Thus as of 1951 the reserve balance on 
a straight-line basis is equal to the total of the estimated re¬ 
tirements for the next 33 years or until 1984, on a 3 per cent 
interest basis the reserve balance would be equal to the re¬ 
tirement requirements for the ensuing 21 years or until 
1972, on a 4^4 per cent interest basis the reserve balance 
would be equal to the retirement requirements for the ensu¬ 
ing 16 years or until 1967 and on the 6 per cent interest basis 
the reserve balance would be equal to the estimated retire¬ 
ment requirements for the ensuing 13 years or until 1964. 

It should be obvious that this calculation does not in¬ 
clude the continuing accruals on the several bases during 
the periods mentioned. This is clearly indicated by refer¬ 
ence to the advance or subsequent years of retirements 
which the reserve balance at the end of the selected periods 
would still cover, thus, 

(1) the reserve balance on the straight-line basis 
as of 1951 equals the retirement requirements for 33 
subsequent years or until 1984 but by reference to 1984 
it will be found that the estimated reserve balance is 
again adequate to meet the estimated requirements for 
the next 25 years, 

(2) the reserve balance on the 3 per cent [14639] 
basis as of 1951 equals the retirement requirements for 
21 subsequent years or until 1972, but by reference to 
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1972 it is found that the estimated reserve balance is 
again adequate to meet the estimated retirements for 
the next 21 years, 

(3) the reserve balance on the 4% per cent inter¬ 
est basis as of 1951 equals the retirement requirements 
for 16 subsequent years or until 1967, but by reference 
to 1967 it will be found that the estimated reserve bal¬ 
ance is then again adequate to meet the estimated re¬ 
tirements and then for the ensuing longer period of 17 
years, 

(4) the reserve balance on the 6 per cent interest 
basis as of 1951 equals the retirement requirements for 
13 subsequent years or until 1964, but by reference to 
1964 it will be found that the estimated reserve balance 
is then again adequate to meet the estimated retire¬ 
ments for the ensuing larger period of 15 years. 

It may be noted that the calculations of the years of 
future retirement liability coverage which the various bases 
provide end at different years. The calculations for the 
straight-line bases in 1988, the 3 per cent interest basis 
[14640] in 1996, the 4% per cent interest basis in 1998 and 
the 6 per cent basis in the year 2000. In each instance cal¬ 
culations were discontinued when the number of future 
years coverage carried through the year 2010, the end of 
the 100 year period, the longest estimated life of any de¬ 
preciable property class, thus by 1988, the reserve balance 
without reference to any additional credits would be suffi¬ 
cient to meet retirements through the year 2010 and simi¬ 
larly for the results on the other bases of accrual. Thus by 
1988 the straight-line basis has accrued a sufficient balance 
to carry retirements through the period ending with 2010. 
Any accruals during the subsequent 22 years would provide 
an excess balance as of the year 2010. Similarly the 3 per 
cent, 4% per cent and 6 per cent interest bases would have 
provided the entire estimated retirement requirements re¬ 
spectively by 1996, 1998 and 2000 and similarly any addi- 
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tional reserve accruals would constitute excess balances at 
the year 2010. 

A further basis of comparison of the results of the use 
of the alternative bases of reserve accrual may be pro¬ 
vided by averaging the subsequent years of retirement re¬ 
quirements provided by the several bases of reserve accrual. 

Limiting the period to the years 1911 through 1988 at 
which time the straight-line basis has accrued enough to 
carry retirements through the year 2010, it is found that 
[14641] the average years of subsequent retirements pro¬ 
vided in advance are, 

on the straight-line basis—31.8 years, 
on the 3 per cent interest basis—24.6 years, 
on the 4% per cent interests basis—23.2 years, 
on the 6 per cent interest basis—19.2 years. 

The chart on Exhibit page B-2 sets forth the relation¬ 
ships indicated by the tabulation on exhibit page B-l 
graphically. 

Q. What conclusions do you draw from the facts de¬ 
veloped in and derived from the tabulation on exhibit page 
B-l? A. The number of future years of estimated re¬ 
tirements which would accrue on the straight-line basis is 
substantially in excess of the years of future retirements 
which would be accrued on the 3 per cent interest basis and 
far in excess of the years of retirement requirements which 
would be provided on the 4*4 and 6 per cent interest bases. 

The facts developed in the tabulation on exhibit page 
B-l further support my opinion and conclusion that the 
degree to which the reserve balance accrued on a straight- 
line basis in number of dollars and years of future retire¬ 
ment liability anticipate the possible need for retirement at 
cost, serves no useful economic purpose and that the de¬ 
gree to which a reserve accrued on a 3 per cent interest basis 
provides for and anticipates future liability to retire 
[14642] depreciable property at cost is fully adequate to 
serve all useful economic purposes. 
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Q. Have you prepared a comparison between the esti¬ 
mated retirements at cost of depreciable property to Penn¬ 
sylvania Water & Power Company for moving 5 and 10 
year periods ahead from each year from 1911-2010 and the 
reserve balances which would have been accrued on the 
straight line, and on the 3, 4% and 6 per cent bases? A. 
Yes, the results of the calculations of the retirement re¬ 
quirements for 5 and 10 year periods in advance from each 
year 1911-2010 are presented in the tabulation on exhibit 
page C-l and graphically compared on exhibit page C-2 
with the reserve balances which would result on the sev¬ 
eral bases as previously set forth in the tabulations on 
exhibit page A-6. 

Q. Will you briefly explain the tabulation on exhibit 
page C-l and the chart on exhibit page C-2? A. The 
tabulation on exhibit page C-l consists of two parts, the 
first four columns accumulate the estimated retirements for 
moving 5 year periods and the second four columns for 
moving 10 year periods, thus for the five year moving pe¬ 
riod 1954-59 it would develop on the basis of the life esti¬ 
mates of Commission Exhibit 59, that $1,875,342 dollars of 
liability to retire would mature and that for the ten-year 
period 1954-64 on the basis of the same estimates, [14643] 
liabilities to retire $3,842,163 would mature and similarly 
for each 5 and 10 year moving period. 

The purpose of these calculations is to provide a basis 
for comparison and a standard of adequacy of the reserve 
balances accumulated on the several bases previously cal¬ 
culated and set forth as is done in the chart on exhibit page 
C-2. 

Reference to the chart on exhibit page C-2 discloses 
the extent to which the reserve balances (see tabulation on 
exhibit page A-6) on the several indicated bases exceed the 
liabilities to retire at cost for periods of five and ten years 
ahead. 

Comparison of the estimated retirements for a mov¬ 
ing five-year period with the reserve balances on the sev- 
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eral bases for each year of the 100 year period 1911-2010 in¬ 
dicates that on each and every one of the reserve accrual 
bases the balances far exceed any requirements and that the 
balances on the straight-line basis are many times the re¬ 
quirements at all times and literally huge by comparison. 

It is also to be observed that the accrued net balance 
on the three per cent interest basis is substantially in ex¬ 
cess of both five and ten year moving period estimated re¬ 
tirements and that only the reserve balance on a six per 
cent basis is ever low enough to approach the retirement 
needs for ten future years and that not until the 90th year. 
[14644] Q. Have you made calculations to determine the 
comparative rate base levels and stability resulting under 
alternative treatment of depreciation reserve balances ac¬ 
crued on the several alternative bases? A. Yes, I have 
made such calculations and determinations. The results 
are reflected in the tabulations on exhibit pages D-l and 
D-2 and cartographically set forth in the chart on exhibit 
page D-3. 

Q. Will you explain the tabulation on exhibit page D-l? 
A. The tabulation on exhibit page D-l is set forth in parallel 
columns by years for the period 1946 to 2010. In column 2 
there is set forth for each year the total investment, being 
the total plant investment at cost as of January 1,1946, plus 
$620,000 of working capital. It is assumed that retirements 
will be followed by replacements and that the total invest¬ 
ment will thus remain constant over the entire period. Col¬ 
umn 3 sets forth the difference between the investment and 
the year end balance in the depreciation reserve accrued on 
a straight-line basis. Columns 4, 5 and 6 are the differences 
between the total investments as set forth in Column 1 and 
the depreciation reserve balances accrued respectively on a 
3 per cent, 4 1 / 4 per cent and 6 per cent basis. 

For purposes of establishing the comparative level and 
stability of rate bases which would result under alternative 
[14645] treatment of depreciation reserve balances, the fig¬ 
ures in column 2 under the heading “Total Investment” 
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are accepted to reflect the rate base under a nominal dollar 
investment standard with sinking fund provision for the 
cost of depreciable assets at retirement, the figures in col¬ 
umn 3 as a rate base determined by deducting the straight- 
line accrued depreciation reserve balances from the total 
investment, the figures in column 4 as a rate base resulting 
from the deduction of the depreciation reserve balances ac¬ 
cumulated on a 3 per cent compound interest basis, simi¬ 
larly the totals in column 5 reflect a rate base resulting from 
the deduction of depreciation reserve balances accrued on a 
4% per cent compound interest basis, and similarly the 
figures in column 6 reflect a rate base which would result 
from the deduction of depreciation reserve balances accrued 
on a 6 per cent compound interest basis from the total in¬ 
vestment. 

Only on the nominal dollar investment standard does 
the rate base remain constant. The total investment less 
straight-line accrued depreciation reserve balances set forth 
in column 3 fluctuates widely from a high of $23,545,830 in 
1946 to a low of $17,405,925 in 1993, a range of $6,140,000. 
The total investment less the depreciation reserve balances 
accumulated on a 3 per cent compound interest basis set 
forth in column 4 fluctuates from a high of $27,895,315 in 
1946 to a low of $21,095,006 in 1993, a range of $6,800,000. 
The [14646] total investment less the depreciation reserve 
balance accumulated on a 4% per cent compound interest 
basis set forth in column 5 fluctuates from a high of 
$29,127,407 in 1946 to a low of $22,467,037 in 1993, a range 
of $6,660,000. The total investment less the depreciation 
reserve balances accumulated on a 6 per cent compound in¬ 
terest basis set forth in column 6 fluctuates from a high of 
$30,376,471 in 1946 to a low of $24,108,754 in 1993, a range 
of $6,268,000. 

The full range of fluctuation and comparative subse¬ 
quent rate base levels can only however be appreciated 
when the rate bases determined by reserve balance deduc¬ 
tion are compared with the total investment. Thus the 
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low of $17,405,925 in 1993 on the straight line basis which 
was found to be $6,140,000 below the 1946 level on the 
same basis, is $16,134,813 below the investment made. 

Fluctuations in dollar amounts under the 3, 4% and 
6 per cent compound interest bases increase as the interest 
factor used decreases thus are least on the 6 per cent com¬ 
pound interest basis (21 per cent), next lowest is on the 
4 Yi per cent interest basis (23 per cent), higher for the 
3 per cent compound interest basis (24 per cent), but high¬ 
est on the straight line basis (26 per cent). 

After reaching their respective lows in 1993 the fluc¬ 
tuating straight line and compound interest rate bases 
again [14647] rise to secondary highs in the year 2007 
with $21,756,321 for the straight line basis, $24,703,192 for 
the 3 per cent compound interest basis, $25,696,423 for the 
4% per cent compound interest basis, and $26,843,517 for 
the 6 per cent compound interest basis. These secondary 
highs are exceeded only by the rate bases prior to 1950 in 
the case of the straight line basis, prior to 1954 in the case 
of the 3 per cent compound interest basis. Only back as 
far as 1970 would the balance on the 4% per cent com¬ 
pound interest basis fall below the secondary high of 
$25,696,423 in the year 2007. Similarly with respect to the 
6 per cent compound interest basis, it may be observed 
that the secondary high of $26,843,517 in the year 2007 was 
last previously reached or exceeded in 1971. 

In order to afford ready comparison among and be¬ 
tween the rate base levels which would maintain under the 
assumed treatment of depreciation reserve balances on a 
sinking fund, a straight-line basis and the compound in¬ 
terest bases at 3, 4% and 6 per cent their comparative 
magnitudes are reduced to a percentage relationship in 
the tabulation on exhibit page D-2. The sinking fund rate 
bases being a constant amount is treated as 100 per cent. 
The comparative magnitudes of the presumptive rate bases 
under the straight line and compound interest bases are 
represented as percentages of the total investment. 
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[1464S] On the basis of the life estimates of Commission 
Exhibit 59 a rate base determined by the deduction of 
straight line accrued reserve balances from the investment 
would give a rate base for 1946 of only 70.2 per cent of 
the investment. Assuming deduction of depreciation re¬ 
serve balances accrued on a compound interest base at 3 
per cent the rate base would be only 83.2 per cent of the 
actual investment, accrued on a 4 1 /* per cent interest basis 
and deducted from the investment the resulting rate base 
would be 86.8 per cent, and accrued on a 6 per cent com¬ 
pound interest basis, deduction of the depreciation reserve 
balance would leave a rate base of 90.6 per cent of the 
investment. 

The maximum reserve balances are found to develop 
by 1993. In that year the investment less a straight ac¬ 
crued reserve balance would leave a rate base of only 
51.9 per cent of the actual investment. A deduction of a 
depreciation reserve balance accrued on a 3 per cent com¬ 
pound interest basis would leave a rate base of only 62.9 
per cent of the investment. A deduction of a depreciation 
reserve balance accrued on a 4% per cent compound in¬ 
terest basis would leave a rate base equal to only 67 per 
cent of the investment, and a deduction of a depreciation 
reserve balance accrued on a 6 per cent compound interest 
basis would leave a rate base equal to only 71.9 per cent of 
the investment in 1993. 

[14649] On the average over the period 1946 to 2010 the 
deduction of the reserve accrued on a straight-line basis 
would result in an average rate base of only 58 per cent 
of the total investment. Similar average relationships to 
the total investments on the compound interest basis at 3 
per cent would be 70 per cent, on 4% per cent basis would 
be 75 per cent, and on the 6 per cent basis would be 79 
per cent. 

The comparative levels and the character and extent 
of the fluctuations in the rate bases resulting from the 
alternative treatment of depreciation reserve balances ac- 
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crued on 3, 4*4 and 6 per cent compound interest and the 
straight-line bases are graphically set forth in the chart 
on exhibit page D-3. In contrast with the constant invest¬ 
ment rate base associatable with use of the sinking fund 
provision for depreciation, the bases of rates associated 
with compound interest and straight-line accruals for de¬ 
preciation fluctuate frequently and substantially. The 
rapid decline in the bases of earnings in the ten years 1946- 
1956 is particularly noticeable. Three general levels are 
clearly discernable, the sinking fund basis reflecting 100 
per cent of the investment remaining constant throughout 
the period, the straight-line basis falling sharply to 1956 
and remaining characteristically well below 60 per cent of 
the investment is at the low extreme. The 3, 4*4 and 6 per 
cent compound interest bases follow the middle ground, 
holding most [14650] characteristically at a level repre¬ 
senting from 70 to 80 per cent of the investment. 

Q. What conclusions would you draw from the tabula¬ 
tions on exhibit pages D-l, D-2 and the chart on exhibit 
page D-3? A. I conclude that the accrual of a deprecia¬ 
tion reserve on a straight-line basis for long life property 
such as that of the Pennsylvania Water and Power Com¬ 
pany and the treatment of such a huge reserve balance as 
an item deductible from the investment for rate base pur¬ 
poses, results in an arbitrarily deflated and highly fluc¬ 
tuating rate base and imposes a responsibility on the en¬ 
terprise of employing the assets reflecting such deprecia¬ 
tion reserve balances by the assumption of additional 
risks, hazards and uncertainties if the company is to main¬ 
tain a fair rate of earning power on its investment. I 
conclude further that on the assumption that depreciation 
reserve balances are to be deducted from the nominal 
dollar investment in utility property that the method of 
accrual which results in the smaller reserve balances im¬ 
poses the least in the way of an unfair burden upon the 
investment. In my opinion these tabulations set forth 
clearly the reasons why the application of any method of 
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accrual such as the straight-line basis operates absurdly 
and unfairly in a case of enterprises having a large propor¬ 
tion of exceedingly long lived property. 

[14651] Q. Have you made a determination of the annual 
rates of return actually earnable on the total investment 
in property assuming an intended 6% per cent fair rate of 
return, deduction of depreciation reserve balances accrued 
on a straight-line basis and retirements of property on 
the basis of the life estimates as indicated in Commission 
Exhibit 59? A. Yes, I have calculated what the annual 
rates of return actually earnable would be for every 10th 
year 1946-2005 and for the year 2010 on the total invest¬ 
ment in the rate base. I have also calculated the average 
cumulative rates of return for various periods ending by 
selected years 1946-2010. The results of these calculations 
are presented in the two tabulations on exhibit page E-l. 

Q. Will you briefly explain the statistical tabulations 
on exhibit page E-l ? A. There are two tables on exhibit 
page E-l. The first sets forth the annual rates of return 
actually earnable; the second sets forth the average cumu¬ 
lative rates actually earnable over selected periods of years. 
With respect to the first tabulation which has been limited 
to the year 1946 and every 10th year to the year 2005 and 
the year 2010 for the sake of brevity, column 2 sets forth 
the total investment in the rate base. This total is de¬ 
veloped on the assumption that property retirements would 
be followed by property replacements and that no expan¬ 
sion of plant took place. [14652] Consequently the total 
investment in the rate base remains constant throughout 
the period and for each year. The third column records 
the accumulated depreciation reserve balance which would 
have developed on a straight-line basis using the life esti¬ 
mates indicated by Commission Exhibit 59. 

The 4th column records the difference between column 
2 and column 3, namely the investment less the depreciation 
reserve. 

The fifth column records the number of dollars which 
would constitute a 6% per cent return on the investment. 
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The sixth column records the number of dollars which 
constitute a 6% per cent return on the investment less the 
reserve, that is the sums in column 4. 

The seventh column records the amount by which a 
6 Y> per cent return on the investment less the reserve 
would fail to equal the intended 6% per cent return on the 
amount actually invested. 

Column 8 records the percentage relationship between 
the sums in column 6 and the investment in the rate base 
as indicated in column 2. 

Column 9 is the difference between the rate actually 
earned as indicated in column 8 and the intended 6 Y 2 per 
cent rate of return. 

Columns 10 and 12 record the rate of return which 
would be earned on the total investment assuming that the 
rate [14653] earned as indicated in column 8 were supple¬ 
mented in the first instance by average earnings of 2 per 
cent on the assets reflected by the reserve balance, and in 
the second instance if supplemented by 3 per cent earnings 
on the assets reflecting the reserve balance. 

Columns 11 and 12 indicate the deficiency in rate of 
return as against 6 V 2 per cent if 2 per cent and 3 per cent 
respectively were earned on the assets reflecting the de¬ 
preciation reserve balance. 

Reference to column 7 will indicate that the deficiency 
in return falls between $649,669 and $1,006,972, and that 
these deficiencies in return reduce the rate actually earn- 
able on the actual investment to 4.56 per cent in 1946 which 
is 1.94 per cent return less than the assumed intended 6 Y 2 
per cent rate of return. Again for example in 1985 with 
a deficiency in return of more than $1,000,000, the actual 1 
rate of return earnable would be only 3% per cent, a full 
3 per cent less than the assumed intended 6 Y 2 per cent rate 
of return. 

When it is assumed that the utility enterprise could 
obtain a 2 per cent or a 3 per cent return on the assets 
reflecting the depreciation reserve balance without the as- 
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sumption of additional risks, hazards and uncertainties, 
the deficiencies in the over-all rate of return earned would 
become somewhat less, thus if the return of 4.56 per cent 
in 1946 can be supplemented by 2 per cent earnings on 
assets reflecting the depreciation reserve balance the actual 
[14654] return would increase to 5.16 per cent, a rate of 
return however 1.34 per cent below the intended 6 V 2 per 
cent rate of return. Similarly if it were reasonable to as¬ 
sume that the enterprise could earn 3 per cent on the assets 
reflecting the depreciation reserve balance the over-all rate 
of return earned on the utility rate base plus the earnings 
on the investment or employment of assets reflecting the 
depreciation reserve balance, the rate of return would rise 
to 5.45 per cent but still 1.05 per cent below the intended 
6% per cent rate of return. 

Analyzing the results for a year such as 1985 in a 
similar manner we find that the rate of return earnable on 
the total investment of 3.50 per cent would be increased to 
4.42 per cent if 2 per cent could be earned on the assets 
reflecting the depreciation reserve balance and to 4.89 per 
cent if the assets reflecting the depreciation reserve bal¬ 
ance could be assumed to earn 3 per cent without imposing 
on the enterprise additional risks, hazards and uncer¬ 
tainties. 

It may be noted also that the actual rates of return 
earnable in the various years sampled would fluctuate 
widely from year to year. 

The second tabulation on exhibit page E-l makes a 
similar type of comparative analysis. It differs in that 
the results determined are cumulative for the periods 
selected rather than for particular years as above. The 
column [14655] headings are the same, the procedure is 
the same. The periods selected after 1946 are a five-year 
period 1946-51, a ten-year period 1946-55, a fifteen-year 
period 1946-59, and so on at five-year progressions until 
the entire period 1946-2010, covering the balance of the 
assumed maximum 100-year cycle is cumulated. The period 
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over which the lowest average rate of return would be 
earned is 1946-1998. An intended 6% per cent rate of re¬ 
turn would, under the assumptions previously set forth, 
yield only 3.72 per cent on the average investment in the 
rate base. If 2 per cent could be earned on the assets re¬ 
flecting the depreciation reserve balance the average rate 
would be increased to 4.58 per cent and if 3 per cent could 
be assumed earnable on the assets reflecting the deprecia¬ 
tion reserve balance, without the imposition of additional 
risks, hazards and uncertainties on the enterprise, a five 
per cent rate of return would be earned, which five per 
cent is however 1*4 per cent below the assumed actually 
intended fair rate of return. 

Q. Have you made a similar determination of the an¬ 
nual rates of return actually earnable on the compound 
interest bases at three per cent, 4% per cent and six per 
cent? A. Yes, such calculation has been made on both 
an annual and a cumulative period basis. The results on 
an annual basis for every tenth year 1946-2005 and for the 
year 2010 are set forth on exhibit page E-2 and cumulatively 
on [14656] exhibit page E-3. The assumptions made in 
connection with the tabulations on exhibit page E-2 are 
the same as those made in connection with the tabulations 
on exhibit page E-l. The difference between E-l and E-2 
and E-3 is simply the substitution of the compound interest 
bases for the straight-line basis of accrual in connection 
with the tabulations on exhibit pages E-2 and E-3. The 
tabulation on exhibit page E-2 is in three parts in order 
to set forth results under the three alternative assumptions 
of compound interest at 3 per cent, 4% per cent and at 6 
per cent. 

The results indicated by columns 8,10 and 12 under the 
heading “Compound Interest at 3 Per cent” disclose that 
the intended fair rate of return of 6% per cent could not 
actually be earned under any of the assumptions and con¬ 
ditions set forth. The nearest approach to earning the 6% 
per cent intended rate of return would be in 1946 on the 
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compound interest basis at 6 per cent. On the assumption 
that 3 per cent could be earned on the assets reflecting the 
depreciation reserve balance, the earning rate of 6.17 per 
cent is still .33 per cent below the intended fair rate of re¬ 
turn of 6% per cent. 

It is noted as observed above that the rates of return 
actually earnable on the various bases and under the sev¬ 
eral assumptions vary markedly from year to year. It is 
also appropriately observed that the selection of compound 
interest [14657] bases at 3 per cent, 4% per cent or 6 per 
cent makes a significant difference in the rate of return 
earnable on the investment. 

The tabulation on exhibit page E-3 sets forth the re¬ 
sults as the actually earnable rate of return and the de¬ 
ficiency in the return under the alternative conditions and 
several assumptions previously enumerated for various pe¬ 
riods of years by five-year increments from 1946-2010. Tak¬ 
ing the period 1946-1951 as an illustration it is found that 
after assuming that the assets reflected by the reserve bal¬ 
ance could earn 3 per cent without imposing additional 
risks, hazards and uncertainties on the enterprise, the over¬ 
all rate of return earnable on the total investment would 
still be .69 per cent short of the intended 6% per cent fair 
rate of return on a 3 per cent compound interest basis, and 
that similarly on a 4 V 4 per cent compound interest basis 
there would still be a deficiency of more than .54 per cent, 
and that on a 6 per cent compound interest basis there would 
be a deficiency of .4 of one per cent. 

It will be observed that the results for the five-year pe¬ 
riod 1946-1951 are better than those for any other period. 
Looking at the longer term, 1946-2010, and assuming 3 per 
cent earned on the assets reflecting the depreciation reserve 
balance the deficiency on a 3 per cent compound interest 
basis is over 1 per cent and similarly on a 4% per cent 
[14658] compound interest basis is .9 of one per cent and a 
6 per cent compound interest basis is .73 per cent. 
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It is immediately observable that when the tabulations 
on exhibit pages E-2 and E-3 are compared with those on 
exhibit page E-l the use of the compound interest basis of 
accrual at 3 per cent, 4*4 per cent and 6 per cent does not 
impose anywhere near the penalty on the investment which 
is exacted by the employment of the straight-line basis of 
accrual and reserve balance deduction for rate base pur¬ 
poses. 

Q. Have you also made a tabulation and calculation of 
rates of return actually earnable and the deficiency in the 
return if any on the sinking fund basis? A. Yes, I have 
made such calculations and prepared the tabulation set forth 
on exhibit page E-4 for every tenth year, 1946-2005, and 
the year 2010 and also a tabulation on exhibit page E-5 
cumulating the results over selected periods of time. 

Q. Will you briefly explain the tabulation on exhibit 
page E-4? A. The form and procedure that is involved 
in the tabulation on exhibit page E-4 is identical with that 
used in the upper half of the tabulation on exhibit page E-l 
and the tabulation on exhibit page E-2. The differences to 
be noted are that the reserve accrual is assumed to take 
place on a sinking fund basis at 3 per cent, 4% per cent and 
[14659] 6 per cent, and that instead of deducting accumu¬ 
lated reserve balances from the investment for rate base 
purposes the interest component is made an annual credit 
to the depreciation reserve and a deduction from the amount 
which constitutes a 6% per cent return on the investment. 

It will be immediately observable that under the sink¬ 
ing fund basis at 3 per cent and under the assumption that 
the assets reflected by the depreciation reserve balance will 
earn 3 per cent the full intended fair rate of return of 6% 
per cent is actually earnable. If less than 3 per cent is 
actually earnable the sinking fund basis at 3 per cent re¬ 
sults in a deficiency in the rate of return earned as indi¬ 
cated in columns 9 and 11. It becomes equally apparent 
therefore also that the use of the sinking fund basis at 4% 
per cent can not result in an actual earning of the intended 
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6% per cent fair rate of retnrn unless it were assumed that 
the assets reflecting the depreciation reserve balance could 
earn as much as 4% per cent without imposing additional 
risks, hazards and uncertainties on the enterprise. In no 
case are any of these calculations or any of these assump¬ 
tions carried beyond a 3 per cent earning return on the 
assets reflecting the depreciation reserve balance since it is 
a matter of common knowledge that more than 3 per cent 
can not be earned without the assumption of additional 
risks, hazards and uncertainties for which [14660] com¬ 
pensation must be obtained unless the investor is to be ex¬ 
ploited. 

The tabulation on exhibit page E-5 establishes the re¬ 
sults which would develop over periods of time in five-year 
increments and is comparable in every other respect to the 
tabulations on exhibit page E-4. The sinking fund basis at 
3 per cent, assuming that three per cent could be earned on 
the assets reflecting the depreciation reserve balance, would 
make it possible to earn the intended 6% per cent fair rate 
of return. Any earning rate in fact less than 3 per cent 
would make it impossible actually to earn the intended fair 
rate of return either on a 3 per cent, 4% per cent or 6 per 
cent basis. 

Q. Have you brought together for ready comparison 
results of your calculations as to the comparative rates of 
return actually earnable under alternative methods of re¬ 
serve accrual, rate base treatment and assumed earnings 
rates on the assets reflecting the depreciation reserve bal¬ 
ances? A. Yes. The actual earnings rate of returns 
and deficiencies in return on the assumption of no income 
from reserve investments and 2 per cent earned on reserve 
investments and 3 per cent earned on reserve investments 
for the straight line, compound interest and sinking fund 
methods and for the sinking fund and compound interest 
methods at 3 per cent, 4% per cent and 6 per cent for pe¬ 
riods of [14661] years by five-year increments from 1946- 
2010 are summarized in the tabulation on exhibit page E-6. 
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Q. Will you explain briefly some of the relationships 
to be observed in the tabulation on exhibit page E-6? A. 
It is readily observable that the only combination of cir¬ 
cumstances under which it is possible to earn the intended 
fair rate of return is found under the sinking fund method 
on a 3 per cent basis. All other combinations of factors 
and circumstances result in a greater or lesser penalty in 
the form of a deficiency in the rate of return. This penalty 
in general increases with the magnitude of the reserve bal¬ 
ance accrued and as the rate of return on the assets re¬ 
flecting the reserve balance decreases. 

The application of the straight-line method imposes the 
largest penalty on the investor because it operates to build 
up the largest reserve most quickly. Even though the re¬ 
serve balances under the 3 per cent, 4*4 per cent and 6 per 
cent compound interest methods be deducted from the in¬ 
vestment for rate base purposes, the penalty is not com¬ 
parable to that which the investment suffers under the ap¬ 
plication of the straight-line method and becomes generally 
less as the interest rate employed under the compound in¬ 
terest method increases, again obviously because of the 
slower accrual of a depreciation reserve balance by 
method. 

[14662] Q. Have you prepared additional tabulations and 
charts showing in detail the annual rates of return actually 
earnable under alternative methods of depreciation reserve 
accrual and treatment for rate base purposes? A. Yes, 
in the tabulations on exhibit pages P-1, F-3, and F-5 I have 
set forth the annual rates of return actually earnable under 
alternative methods of depreciation reserve accrual and 
regulatory treatment of such reserve accruals on the 
straight-line basis, compound interest and sinking fund 
bases at 3 per cent, 4*4 per cent and 6 per cent. The as¬ 
sumptions underlying these tabulations and determinations 
are the same as those previously set forth for similar tabu¬ 
lations. 
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The tabulations on exhibit pages F-l, F-3 and F-5 differ 
however from those previously set forth on exhibit pages 
E-l to E-5 in that the columns indicating the derivation of 
the actually earnable rates of return have been eliminated 
for brevity’s sake and only the results in terms of actually 
earnable rates of return are recorded. These tabulations 
differ however also from those previously offered in that 
the actually earnable rates of return under the several as¬ 
sumptions and alternative bases are reported for each year 
1946-2010. 

The tabulation on exhibit page F-l compares the re¬ 
sults under the straight-line basis with those which would 
maintain [14663] on the compound interest and sinking 
fund bases at 3 per cent. The tabulation on exhibit page 
F-3 similarly compares the results obtainable on the 
straight-line basis with the results which would be obtain¬ 
able on the compound interest and sinking fund bases at 
4*4 per cent, while the tabulation on exhibit page F-5 com¬ 
pares the results which would be obtained on the straight- 
line basis with those obtainable on the compound interest 
and sinking fund bases at 6 per cent. Otherwise, the tabu¬ 
lations on exhibit pages F-l, F-3 and F-5 are similar. 

The tabulation on exhibit page F-l also proceeds to 
determine what the effective rate of return actually earn¬ 
able on the total investment would be if 2 per cent could be 
earned on the assets reflecting the reserve balance and if 3 
per cent were earnable on the assets reflecting the reserve 
balance as compared with what the rate of return on the 
total investment would be if no income were obtainable by 
employment of the assets reflecting the reserve balance. 

It is immediately observable that on the sinking fund 
basis at 3 per cent, and assuming that 3 per cent could be 
earned on each and every dollar of assets reflecting the 
depreciation reserve balance from the end of the year in 
which it was accrued to the time when it would be required 
to pay the cost of property retired, the enterprise could 
actually earn the 6M> per cent intended fair rate of return. 
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It is also readily observable that the lowest actual 
[14664] rate of return to be earned yearly is under the as¬ 
sumption of straight-line accrual of depreciation reserve 
balances and their deduction from the investment for rate 
base purposes. When no income is assumed to be earned 
on the assets reflecting the reserve balance these rates of 
return are set forth in column 2 and are in every year the 
lowest actually earnable rates of return as compared with 
the results under other bases and methods. 

It may further be observed that assuming 2 per cent 
and 3 per cent earnings on assets reflecting the reserve bal¬ 
ance the actually earnable rate under the straight-line 
method is always lower than that obtainable under the al¬ 
ternative compound interest and sinking fund methods. 

It is also worthy of note that the average earning rate 
on the straight-line basis drops rapidly from 1946 to 1959 
by almost 1 per cent, reaches 3.49 per cent in 1964 and the 
period low of 3.37 per cent in 1993 on the assumption that 
there is no outside income from the investment of deprecia¬ 
tion reserve balances. On the assumption that 2 per cent 
average earnings on assets reflecting the depreciation re¬ 
serve balances could be earned, the actual earning rate on 
the straight-line basis nevertheless drops rapidly from 1946 
at 5.16 per cent to 4.48 per cent in 1959 and falls as low as 
4.33 per cent by 1993. 

Even when reserve investments earn 3 per cent, the 
maximum [14665] earnable without the assumption of addi¬ 
tional risks, hazards and uncertainties by the enterprise, the 
actually earnable rate of return on the straight-line basis, 
which in 1946 would already be 1.05 per cent below the in¬ 
tended fair rate of return of 6*4 per cent, falls further to 
4.93 per cent in 1959, and to 4.81 per cent by 1993. 

The penalty on the investor is largest under the 
straight-line method and generally larger as lower rates of 
earnings on assets reflecting the depreciation reserve bal¬ 
ances are assumed available to supplement the inadequate 
return on rate base investment. 
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All of these facts are visually presented in the 3 part 
chart on exhibit page F-2, from which it may be additionally 
observed that even under the 3 per cent sinking fund method 
the actually earnable rate of return falls substantially below 
the intended 6M> per cent when reserve assets earn no re¬ 
turn, and that even when earnings on the assets reflecting 
the reserve balance earn 2 per cent the total return to the 
investment falls short of reaching the intended 6% per 
cent. 

Reference to part 3 of the chart on exhibit page F-2 
indicated that even when a maximum 3 per cent rate on 
reserve investments is earned the actually earnable total 
return under the straight-line basis falls rapidly to 1956 and 
holds well down to and often below a 5 per cent actually 
[14666] achievable rate of return. For the ensuing 40 
years, it is generally IV 2 per cent below the intended fair 
rate of return. 

The tabulation on exhibit page F-3 is similar to that 
on exhibit page F-l except that the calculations reflect the 
results under the .compound interest and sinking fund 
methods at 4% per cent instead of 3 per cent. The figures 
in columns 2, 5 and 8 for the straight-line method are the 
same as those found in the tabulation on exhibit page F-l 
and are reintroduced here for ready comparison purposes 
with the changed results obtained on the compound interest 
and sinking fund bases at 4*4 per cent. 

The general effect of a change from a 3 per cent to a 
4*4 per cent basis for the compound interest and sinking 
fund methods is two-fold. It makes the results on the 
sinking fund basis disadvantageous to the investor even 
when 3 per cent is earnable on the assets reflecting the 
reserve balance and increases the disadvantage of the in¬ 
vestor under the sinking fund method when 2 per cent and 
no per cent income is derived from reserve investment as 
compared with the results found under the same assump¬ 
tions in the tabulation on exhibit page F-l. 
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This tendency is explained by the fact that a 4% per 
cent sinking fund basis assumes in effect that the enter¬ 
prise pays 4% per cent for the use of consumer advanced 
[14667] assets reflected by the depreciation reserve bal¬ 
ances and if the enterprise is able to earn only 3 per cent, 
without the assumption of additional risks, hazards and 
uncertainties, it loses 1% per cent on each dollar for which 
it has the responsibility of safekeeping until a time when 
it is needed to pay the cost of property at retirement. 

On the other hand the results under the 4*4 per cent 
compound interest basis are less confiscatory of the in¬ 
tended 6 Y 2 per cent rate of return than they were on a 
3 per cent basis. This follows from the fact that the com¬ 
pound interest method at 4*4 per cent would not accrue a 
punitively deductible reserve balance as rapidly as one cal¬ 
culated on a 3 per cent basis. The improvement in the 
investor’s position under the 4% per cent compound in¬ 
terest basis may be observed by comparing the rate of re¬ 
turn actually earnable in 1946 assuming 3 per cent earned 
on the reserve investment of 5.91 per cent with the rate 
of 6.04 per cent similarly earnable on a 4% per cent com¬ 
pound interest basis, or by comparing the results for 1959 
when on a 3 per cent compound interest basis, and assum¬ 
ing 3 per cent earnable on reserve investment, the actual 
rate of return on the total investment would be 5.45 per cent 
as compared with 5.61 per cent on a 4% per cent compound 
interest basis. 

All of these and other relationships are again graph¬ 
ically set forth in the 3 part chart on exhibit page F-4. 
Previously [14668] noted trends and relationships are 
clearly observable but also the above mentioned fact that 
even when 3 per cent earnings of reserve investments are 
assumed a 4% per cent sinking fund basis fails to earn 
the intended fair rate of return of 6 Y 2 per cent. 

The tabulation of exhibit page F-5 is comparable with 
those presented on exhibit pages F-l and F-3 except that 
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the compound interest and sinking fund bases have been 
made at a 6 per cent rate. 

The trends previously observed with respect to the 
changed relationships which resulted from the substitution 
of a 4% per cent interest rate for a 3 per cent interest 
rate and the calculations of the actually earnable rates on 
the compound interest and sinking fund bases are here 
found to be carried further. Thus the actually earnable 
rate of return on the sinking fund basis at 6 per cent falls 
even further below the intended fair rate of return of 6 Y 2 
per cent under all the circumstances found for similar cal¬ 
culations at 4% per cent and 3 per cent. Thus in 1946 the 
actually earnable rate of return under the sinking fund 
basis, assuming 3 per cent earnable on the reserve invest¬ 
ment, which was 6 V 2 per cent on a 3 per cent sinking fund 
basis, would fall to 6.34 per cent when a 4% per cent sink¬ 
ing fund method was used and falls to 6.21 per cent when 
a 6 per cent sinking .fund method is used. 

[14669] For 1964 the actual earning rate, assuming 3 per 
cent earned on reserve investment, falls to 5.83 per cent 
under the 6 per cent sinking fund method or .67 per cent 
below the intended fair rate of return. 

The other observed trend also continues with the 
change from 4% per cent to 6 per cent compound interest 
and sinking fund bases, namely, that the penalty which de¬ 
duction of the reserve balance accrued on a compound in¬ 
terest basis imposes on the investor decreases even fur¬ 
ther from that indicated in the tabulation on exhibit page 
F-3. Thus taking 1959 as an example it is found that the 
actually earnable rate of return on the 4*4 per cent com¬ 
pound interest basis assuming 3 per cent earned on reserve 
investment was 5.61 per cent whereas on a 6 per cent 
compound interest basis it rises to 5.77 per cent which, 
however, is .73 per cent below the intended fair rate of 
return of 6% per cent. 

All of these and other relationships are again set forth 
in the 3rd part of the chart on exhibit page F-6. Com- 
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parison of these charts with those previously presented on 
exhibit pages F-2 and F-4 indicates that the penalty which 
the use of the straight-line method imposes is unchanged 
by the changed assumptions as to the interest factor in the 
sinking fund and compound interest bases. 

It follows further that the penalty effect of the use of 
the compound interest method at the higher interest rates 
[14670] of 4% per cent and 6 per cent tends to be 
reduced and that the penalty factor in a sinking fund cal¬ 
culated at 6 per cent increases progressively as the in¬ 
terest factor employed more substantially exceeds the maxi¬ 
mum earning rate which it may be assumed could be ob¬ 
tained by the enterprise without the assumption of addi¬ 
tional risks, hazards and uncertainties. In fact it may be 
observed from the charts on exhibit page F-6 that the de¬ 
crease in the penalty which results from the use of the 
compound interest methods at higher rates of interest and 
the increase in the penalty which would result from the 
use of the higher rates in connection with the sinking fund 
method results in an approachment between the results 
obtained under the sinking fund and compound interest 
methods. 

The extent to which this has developed is indicated by 
the closeness of the lines portraying the results under the 
sinking fund and compound interest methods respectively 
under all three assumptions of no income on reserve in¬ 
vestments, 2 per cent earnings on reserve investment and 
3 per cent earnings on reserve investments. 

[14671] Q. Have you made calculations and prepared tab¬ 
ulations which compare the actually earnable rates of re¬ 
turn on the basis of various depreciation reserve accruals 
and alternative treatment for rate base purposes with the 
annual rates of return which would be required under the 
various combinations of circumstances and regulatory 
treatment of reserve balances so as to actually yield an 
intended predetermined fair rate of return of 6 V 2 per 
cent? A. Yes, I have made such calculations and pre- 
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pared tabulations substantially paralleling the calculations 
and tabulations presented on exhibit pages P-1, F-3 and 
F-5. They are offered in tabular form on exhibit pages 
G-l, G-2, G-3, G-4 and G-5. 

The tabulations on exhibit page G-l compare the an¬ 
nual rates of return actually earnable on the straight-line 
basis, assuming reserve balance deduction, with the annual 
rates of return which would be required to yield an in¬ 
tended fair rate of return of 6 V 2 per cent after the impact 
of such regulatory treatment. 

The first tabulation on exhibit page G-l establishes 
these relationships for certain selected years at 10 -year 
intervals and for the year 2010. Assuming that 3 per cent 
can be earned on the reserve investment without the im¬ 
position of additional risks, hazards and uncertainties on 
the enterprise, we find from column 6 for example that in 
1946 [14672] the actual earnable return is 5.45 per cent 
instead of the intended 6 V 2 per cent. In column 7 the gross 
rates of return which would have to be allowed if the ac¬ 
tually earnable rate of return is to be 6 % per cent are set 
forth. 

Thus, for 1946, assuming straight-line depreciation ac¬ 
crual, deduction of reserve balances from the investment, 
a rate of return of 7.75 per cent would be required so as 
to actually yield 6 V 2 per cent on the total investment. In 
subsequent years it will be seen that even higher rates of 
return would be required to actually net 6 V 2 per cent on 
the investment. 

If less than 3 per cent is earnable on the reserve in¬ 
vestment even higher gross rates of return must be en¬ 
visioned if the result is actually to be a 6 Y 2 per cent return 
on the investment. Thus, in 1946 on the assumption of 2 
per cent earnings on the reserve investment, a rate of re¬ 
turn of 8.19 per cent would be required to yield 6 V 2 per 
cent, and if no income were earnable from the reserve in¬ 
vestment a gross return necessary to yield 6 V 2 per cent on 
the investment would be 9.27 per cent. In later years the 
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gross rates of return would have to be substantially higher 
as the penalty of larger reserve balances operates to re¬ 
duce the effective return on the investment further below 
the intended 6 % per cent fair rate of return. 

The second tabulation on exhibit page G-l compares 
the [14673] average cumulative rates of return actually 
earnable on a straight-line basis, assuming reserve bal¬ 
ance deduction with the average cumulative rate of return 
which would be required to yield an intended fair rate of 
return of 6 x /2 per cent on the investment after the impact 
of reserve balance deduction. 

The periods are from 1946-51 and for periods increas¬ 
ing in five-year steps. The results over substantial periods 
of time indicate that the gross rate of return necessarily 
sought to yield an actual 6 1 /* per cent rate of return on 
the investment is substantially above 6 V 2 per cent for all 
periods and under all conditions. 

Thus for the period 1946-55 a gross rate of return of 
8.05 per cent would be required actually to yield 6 V 2 per 
cent on the investment assuming 3 per cent were earnable 
on the reserve assets. 

If only 2 per cent were earnable on the reserve assets 
the gross rate of return required to yield 6 V 2 per cent 
would be 8.64 per cent and if no income were obtainable 
from the reserve investment a gross return of 10.13 per 
cent would be required actually to yield a 6 V 2 per cent fair 
rate of return on the investment. 

The average cumulative rates of return required to 
provide 6 V 2 per cent on the investment are for longer 
periods generally higher, reaching for the period 1946-1984 
as high as 8.40 per cent assuming 3 per cent earned on 
the investment, [14674] 9.16 per cent assuming 2 per cent 
were earned on the investment and 11.21 per cent assuming 
the reserve assets to produce no income. 

The tabulation on exhibit page G-2 compares the an¬ 
nual rates of return actually earnable on 3 per cent, 4% 
per cent and 6 per cent compound interest bases, assuming 




1688 


Herbert B. Dorau, Direct 


reserve balance deduction with the annual rates of return 
which would be required to yield a fair rate of return of 
6 V 2 per cent under such regulatory treatment. 

The calculations are for selected periods of 10-year 
intervals and for the year 2010. Assuming, for purposes 
of illustration, that 3 per cent could be earned on the re¬ 
serve assets for the year 1946 a gross rate of return of 7.15 
per cent would be required to yield 6% per cent return on 
the investment. 

For subsequent years it will be seen by reference to 
column 7 that the necessary gross rate of return would be 
even higher. If a 4% per cent compound interest basis 
were employed the necessary rate of return to yield 6% 
per cent for 1946, assuming 3 per cent to be earned on the 
reserve investment, would fall to 7 per cent. For later 
years it would be higher. If a 6 per cent compound interest 
basis were employed and 3 per cent is earnable on the 
reserve assets a gross rate of return of 6.85 per cent would 
be adequate to produce the intended rate of return of 6 V 2 
per cent on the [14675] total investment. If less than 3 
per cent is earnable on reserve assets a gross rate of re¬ 
turn necessary to provide an actual return of 6% per cent 
increases under all circumstances and is generally higher 
when a 3 per cent and 4% per cent compound interest basis 
is employed than if a 6 per cent compound interest basis 
were used. 

The tabulations on exhibit page G-3 are made on the 
same assumptions as those on exhibit page G-2 except they 
are for cumulative five-year incremental periods rather 
than for selected years. Again it will readily be seen that, 
even when it is assumed that 3 per cent can be earned on 
the reserve asset investment, the rate of return required 
actually to yield 6 V 2 per cent on the total investment on a 
3 per cent compound interest basis would be 7.27 per cent 
for the period 1946-51. 

It would have to be 7.72 per cent for the 100-year period 
1946-2010. 
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As lower earning rates are assumed on reserve assets, 
the necessary gross rate of return rises as will be observed 
by reference to columns 3 and 5, but if the interest factor 
employed in the compound interest basis is increased from 
3 to 4*4 per cent and 6 per cent the necessary gross rate 
of return which would actually yield an intended 6% per 
cent fair rate of return on the total investment falls. Thus 
on the 6 per cent compound interest basis for the period 
1946-2010 a gross rate of return of 7.32 per cent would be 
adequate [14676] to yield 6% per cent on the investment, 
as compared with 7.72 per cent and 7.54 per cent on the 3 
per cent and 4% per cent compound interest bases for the 
same period of time. 

On Exhibit page G-4 tabulations similar to those pre¬ 
sented on exhibit pages G-l and G-2 are presented show¬ 
ing a comparison of annual rates of return actually earn- 
able on the sinking fund basis with the annual rates of 
return required to yield an intended fair rate of return of 
6 % per cent. 

It is immediately observable that, if it is assumed that 
reserve assets investment can earn 3 per cent without the 
imposition of additional risks, hazards and uncertainties 
on the investment, the gross rate of return required ac¬ 
tually to yield 6% per cent on the investment is, under a 3 
per cent sinking fund procedure, also 6% per cent. 

It will be noted also by reference to column 7 that on 
a 4% per cent sinking fund basis it would take a rate of 
return of 6.66 per cent to 6.89 per cent for various-years 
actually to produce a fair rate of return of 6 Y 2 per cent 
on the investment. 

If earnings of less than 3 per cent on reserve assets 
are assumed and a sinking fund basis at interest rates ex¬ 
ceeding 3 per cent is used a gross rate of return of more 
than 6 V 2 per cent would be required actually to yield the 
intended fair rate of return of 6 V 2 per cent. For the year 
1965 on a 4% per cent sinking fund basis and assuming 
[14677] 3 per cent earnable on reserve assets a gross 6.84 
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per cent rate of return would be required to yield an in¬ 
tended fair rate of return of 6Y> per cent. 

Similarly for the year 1965 on a 6 per cent sinking 
fund basis, assuming 3 per cent earned on reserve assets, 
a gross 7.19 per cent rate of return would be required to 
yield an intended fair rate of return of 6V2 per cent. 

The tabulations on exhibit page G-5 are similar to 
those on exhibit page G-4 except that they indicate the 
average cumulative gross rates of return which would be 
required to yield an intended fair rate of return of 6V2 per 
cent for selected periods of time 1946-51 and for 5-year 
increments thereafter. 

The sinking fund basis at 3 per cent would actually 
earn the intended fair rate of return at 6 V 2 per cent and 
would require no gross rate of return higher than 6 Y 2 per 
cent, assuming that 3 per cent can be earned on the reserve 
asset investment. If, however, a sinking fund basis at 
4*4 per cent were employed and again assuming that 3 per 
cent can be earned on the reserve assets investment, the 
gross rate of return required would be higher than 6 V 2 
per cent actually to yield a rate of return of 6 V 2 per cent on 
the total investment. 

If a sinking fund basis at 6 per cent were employed 
even higher gross rates of return would need to be ac¬ 
cepted actually [14678] to yield 6 V 2 per cent on the total 
investment. Thus for the period 1946-1951, 6.86 per cent 
would be required and for the entire period 7.20 per cent 
would be required.- As previously noted in the analysis of 
similar tabulations, if earnings on reserve assets invest¬ 
ment cannot be assumed to earn 3 per cent even the sink¬ 
ing fund basis at 3 per cent rate would fail to yield an 
actual return of 6 Y 2 per cent and would therefore require 
a gross rate of return in excess of 6V2 per cent, as much for 
instance as 6.81 per cent for the entire period when 2 per 
cent earnings on reserve assets are assumed and 7.53 per 
cent if no earnings from reserve assets are assumed. 
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The necessary gross rates of return required under 
4*4 per cent and 6 per cent sinking fund basis would have 
to be higher than the 6% per cent intended rate of return 
as may be seen by examination of the columns 3 and 5 
under the headings 4 ‘Sinking Fund at 4% per cent” and 
“Sinking Fund at 6 per cent.” 

Q. What is the purpose of the tabulation on exhibit 
page G-6? A. The tabulation on exhibit page G-6 brings 
together for quick and easy comparison cumulative rates 
of return actually earnable under alternative methods of 
depreciation reserve accrual and assumed regulatory treat¬ 
ment with the gross rates of return required under each set 
of conditions necessary [14679] to provide an intended 
actual 6 V 2 per cent fair rate of return on the investment. 

The left-hand column arrays the various methods of 
depreciation reserve accrual from that method which yields 
the lowest actual rate of return and therefore requires the 
highest gross rate of return actually to yield 6M> per cent 
on the investment to that method which would actually re¬ 
sult in the intended fair rate of return of 6 V 2 per cent. 

Columns 2,3,4, 5, 6, 7 and 8 under the heading ‘ ‘ Return 
on Assets Reflected by Depreciation Reserve Balance” 
further classify the bases according to the interest factor 
employed. Column 9 under the general heading “Intended, 
Actual and Required Rates of Return” sets forth the in¬ 
tended rate of return which is assumed to be 6% per cent 
in each instance. Column 10 sets forth the rate actually 
earnable and Column 11 the gross rate of return required 
actually to yield the intended 6 V 2 per cent. 

It will be seen that the straight-line method, assuming 
no earnings on reserve balances, is the most punitive in that 
the rate earnable over the entire remaining period of the 
100 year cycle is only 3.77 per cent and that 11.21 per cent 
gross return would have to be employed to produce an 
actual intended return of 6% per cent. 

The compound interest method at 3 per cent, assuming 
no earnings on depreciation reserve assets, is the next most 
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punitive with 4.58 per cent and would require a gross rate 
of return of 9.22 per cent actually to produce 6% per cent 
rate of return on the investment. 

The third most punitive method is the straight-line 
basis assuming two per cent earnable on reserve assets. 
This method would allow an actual return of only 4.61 per 
[14680] cent and would require a gross rate of return of 
9.16 per cent if it were to produce an actual return of 6% 
per cent on the total investment. 

A compound interest basis at 4% per cent is in 4th 
most punitive position. This basis would allow a return of 
only 4.84 per cent if no earnings on reserve assets were 
assumed and would require a gross rate of return of 8.73 
per cent to produce an actual rate of return of 6% per 
cent on the investment. 

Among the several methods assuming 3 per cent earn¬ 
able on reserve assets the straight-line method is most 
punitive in that it would allow a return of only 5.03 per cent 
and would require a gross rate of return of 8.40 per cent to 
produce an actual rate of return of 6% per cent. 

It will be seen that the straight-line basis captures first, 
third and fifth positions as being most punitive and that 
even assuming 3 per cent as earnable on reserve assets 
it is more punitive than the compound interest basis at 6 
per cent assuming no earnings on reserve assets, and also 
more punitive than the compound interest basis at 3 per 
cent assuming 2 per cent earnings on reserve assets and 
more punitive than the compound interest basis at 4% per 
cent assuming 2 per cent earnable on reserve assets and al¬ 
ways and under all conditions more punitive than any sink¬ 
ing fund basis or any other compound interest basis. 
[14681] Q. What in economic fact and effect is the provi¬ 
sion for depreciation which is made as a charge to operating 
expenses? A. It is an installment payment by the con¬ 
sumer on account of the cost of depreciable property which 
it is expected will be met upon the retirement of such prop¬ 
erty. Provision for the cost of property upon retirement 
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by periodic charges to operating expenses by consumers 
is in the nature of an advance, a deposit, a bond to assure 
a reasonable prospect of ultimate full payment. It is in 
the nature of a prepayment or advance because the cost of 
the property does not have to be met until the time of re¬ 
tirement. 

Q. Is this progressive payment on account or advance, 
ahead of the time when the company requires it, of any 
value or service to the utility enterprise? A. Yes. Pro¬ 
gressive prepayment on account up to some reasonable 
level improves the credit of the enterprise. 

Furthermore, even though a retirement is not neces¬ 
sarily followed by reinvestment in a replacement and the 
replacement may at times cost more or less than the re¬ 
tired asset, the fact remains that the assets reflecting the 
depreciation reserve resulting from the prepayment of cost 
at retirement, serve the purpose of being available as re¬ 
sources to finance the replacement of retired property. 
This is the practical fact of everyday utility operation and 
was the purpose most [14682] generally recognized and 
urged by state regulatory statutes and agencies. The 
progressive accumulation of assets reserved to pay the cost 
of property upon retirement thus serves the purpose of 
keeping in the enterprise assets with which the cost of re¬ 
placements can in whole or in part be met and thus serves 
a useful economic purpose not only for the enterprise as 
such but from the regulatory point of view by substantially 
assuring the ability of the enterprise to make retirements, 
renewals and replacements when economically justified so 
that the public interest in the continuity of the quantity and 
quality of the service will be protected. 

The availability of assets reflecting the anticipation of 
retirement cost to the utility enterprise can also normally 
be of some direct advantage to the utility enterprise. 

It is obvious that there is a lag between the time the 
reservation of revenue takes place and the time the cost of 
a retirement has to be met. How many dollars will be 
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available how many years in advance depends on the ex¬ 
pected life of the property, the accuracy with which the date 
of retirement can be guessed and the basis on which the 
prepayment is accrued, but a greater or smaller number of 
dollars will almost always be unavoidably waiting around 
for their turn to be reused and under most circumstances 
some temporary use of such assets can advantageously be 
made. 

The progressive accrual of partial payments on the 
cost [14683] of assets assumed to be subject to eventual re¬ 
tirement also serves the purpose of spreading the cost 
which matures at retirement over all the consumers served 
during the period of useful life. 

This useful consequence is not very important in fact 
as far as smaller units of shorter lives are concerned since 
these by their frequency and distribution tend naturally to 
spread themselves over time. It is also admitted that this 
function is not particularly important after a composite 
property has aged to the state of equilibrium when annual 
accruals and annual retirements tend to balance if not 
yearly then at least over relatively short terms of years. 

The cost-spreading function of an accrual of advance 
payments against the cost at retirement is therefore pri¬ 
marily limited to the period in the life of an enterprise dur¬ 
ing which it is outgrowing an abnormal and temporary 
degree of newness. 

Parodoxically however, it is this very accrual of the 
difference between the cost of newness and the most eco¬ 
nomical degree of newness found to obtain after a com¬ 
posite property reaches maturity equilibrium, which proves 
most functionless and unnecessary since it will under the 
assumption of a continuing enterprise never be called on to 
meet the cost of retirements. 

Provision of reserves for this well understood phe¬ 
nomena of “theoretical accrued depreciation” is thus 
amortization of [14684] the investment and not an advance 
necessary to meet cost at retirement. Since the amortiza- 
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tion of the cost of newness in excess of the most economical 
level of composite newness serves little practical purpose, 
when carried beyond the point of a reserve of such propor¬ 
tions as might improve the credit of the enterprise, its 
amortization should if at all be pursued at a most reason¬ 
able and temperate rate. 

The rapid and arbitrary extinguishment of the “cost 
of newness’’ beyond the level which results in enterprise 
credit improvement, serves no useful economic purpose 
and constitutes in fact under some regulatory treatment but 
a compulsory displacement of the investor by the customer, 
a compulsory substitution of customer advances for the 
funds provided by the investors. 

Whether the reserves accrued to meet that part of the 
cost of 100 per cent newness which will never be used to 
meet cost upon retirement serve any other economic pur¬ 
pose for the enterprise depends on how they can be em¬ 
ployed, how much they cost the enterprise, how much of a 
penalty is under regulation attached to their collection, 
retention or employment. 

Q. In what way does the utility enterprise pay for 
having collected, retained and/or employed the consumer 
advances against the time of retirement? A. Both the 
manner in which the enterprise pays and how much it pays 
depends on the regulatory formula employed. There are 
several obvious ways and the amount of the payment can 
[14685] by various devices be adjusted to work out fairly 
and economically for investor and consumer. 

Under one method the enterprise can charge itself an 
interest deduction from income and credit that amount to 
the depreciation reserve. This is the simplest and easiest 
way by which both consumer and investor equities can be 
recognized, reconciled and administered. This method does 
not require attempted prophecy as to economic life of the 
property with a precision beyond human ability to forecast, 
neither does it require the pretense of identity between 
reserve balance and depreciation of the property in fact. 
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The amount of the accrual can be varied without affectation 
of capacity for prophetic precision and the rate which the 
enterprise pays can be changed as circumstances dictate. 
By such a simple and unaffected method the consumer is 
automatically credited in the proportion to which his pay¬ 
ments against cost at retirement prove to be advances. 

With management naturally on guard not to be caught 
with too little and commissions in position to prevent the 
accrual of too much too soon the investor and consumer are 
protected against excess in either direction and each paid 
for the economic functions which they perform at a price 
fairly representative of what their function is worth. 

The sinking fund method is also available and operates 
equitably when an interest rate is used which on the one 
[14686] hand operates to accrue an adequately protective 
reserve and on the other does not employ an interest factor 
in excess of the rate of interest which the enterprise can 
earn without assuming additional risks, hazards and un¬ 
certainties for which it is not otherwise compensated. 

Q. How does the enterprise pay for the consumer ad¬ 
vances under the straight-line method? A. The investor 
pays directly by never receiving or being allowed to receive 
a return on so much of his investment in rate base property 
as is equal to the amount of the reserve balance. 

The deduction of reserve balances from the nominal 
dollar investment amounts to the same thing as charging 
the enterprise the full rate of return for such use as it may 
be able to make of the consumer’s advance deposits. 

Q. Is the consumer economically entitled to compen¬ 
sation for his advance payment? A. Yes, the principles 
of economics clearly establish that assets and the means of 
acquiring assets have a time value because human beings 
have a preference for the present over the future, for a 
present gratification over a future gratification. 

Depreciation reserve balances reflect the extent to 
which consumers have under regulation prepaid. They are 
entitled in equity and by all the principles of economic 



Herbert B. Dorau, Direct 


1697 


science to a fair price for the economic sacrifice they make 
and the [14687] service their sacrifice renders. 

Q. What is the economic function which the consumer 
performs by advancing payment for the cost of assets at 
the time of retirement and for which the consumer is en¬ 
titled to compensation? A. He is entitled to compensa¬ 
tion for the time or interest value of his advance and in 
my opinion something more than pure interest or time 
preference payment, since he does assume a small measure 
of risk. The consumer’s advance is often for long periods 
of time and it seems desirable to place some urgency or 
pressure on utility management to make some effective use 
of what might otherwise become sterile or unearning assets. 
A liberal loan rate of interest would accomplish this pur¬ 
pose. 

Q. What rate of interest would in your opinion be fair 
and economical as a consumer credit in the case of the 
Pennsylvania Water & Power Company under present con¬ 
ditions? A. I am of the opinion that 3 per cent would 
meet all the requirements of equity and economy. It is 
more than pure interest, it affords a measure of risk com¬ 
pensation for such incidental risk as the consumer may be 
taking and is a rate which the utility enterprise will not find 
it easy to earn without the assumption of additional risks, 
hazards and uncertainties, yet it is not so high as obviously 
and certainly to prevent the earning of the intended rate 
of return on the [14688] investment. 

Q. Why is the consumer not entitled to a credit, in 
effect equal to the intended rate of return for his advance 
payments on account of the cost of property at retirement 
as would result from the deduction of reserve balances for 
rate base purposes? A. Because of the sacrifice which 
the consumer makes does not merit such compensation. 

The over-all intended fair rate of return must recog¬ 
nize and reward various economic functions or services. 
Among them are the reward for foregoing natural time 
preference, i.e. pure interest, a risk premium to compensate 
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the assumption of calculated hazards, compensation for the 
assumption of uncertainties—the incalculable hazards and 
for the assumption of otherwise uncompensated functions 
of management on the part of the investors. 

Effective regulation would also hold out the prospect 
of additional return to induce and reward superior accom¬ 
plishment. 

Obviously, the consumer, by merely advancing a pay¬ 
ment which he will eventually have to make anyhow does 
not perform these functions, he performs only the prepay¬ 
ment function and a minor amount of risk-taking. 

[14689] A rate of interest equal to a liberal loan rate there¬ 
fore compensates the consumer for what he does and sacri¬ 
fices. 

It does not make economic sense, or even common 
sense, to propose that the consumer be credited with com¬ 
pensation for functions which he does not perform and that 
the investor be denied compensation for functions which 
he does and must perform. To do so is disruptive and 
destructive of those fine relations of inducement and pro¬ 
spective reward which are needed to make a system of 
economic freedom work. 

The consumer takes neither the risk of loss of prin¬ 
cipal or loss of income from the employment of assets 
generated by his prepayment. He assumes no responsi¬ 
bility for their management and when he has once paid 
his advance on the cost of property to be retired in the 
future he has met his entire obligation. When losses of 
income or principal on reserve assets take place manage¬ 
ment cannot in behalf of the investors ask the consumers 
for another contribution. It is the investor who takes the 
responsibility for the safekeeping of consumers’ advances, 
takes the risks of their loss or failure to earn, for this 
he is entitled to compensation even as the consumer is 
paid for that function which he does perform by advancing 
payment. 
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Q. What are the economic factors that would limit and 
determine the fair rate of compensation for the consumers 
advance of the cost of assets at retirement? [14690] A. 
The fair price of such an economic sacrifice is to be deter¬ 
mined by reference to the same principles which govern 
all price determination. 

Merely because the consumer can be compelled to make 
such advances by law should be no basis for dealing un¬ 
fairly with him and by the same token merely because the 
utility enterprise can be compelled to accept such advance 
payments should be no basis for dealing unfairly with them. 

Although both parties to the “advance of the cost of 
assets upon retirement” may act under compulsion it is 
nevertheless possible to impute a fair price to the function 
performed and the benefit received. The fair price lies 
between two measures, what such advanced funds are worth 
to the utility enterprise and what the money advanced is 
worth to the consumers. 

Certainly it is worth a long term pure interest rate to 
the consumer, as much as he could earn in alternative in¬ 
vestments at no greater risk and hazard, thus at least a 
rate equal to what he could get on long term government 
bonds or high grade corporate securities. 

On the other side funds advanced by consumers are 
worth no more than the price at which such funds could be 
obtained elsewhere on equally attractive terms. Whether 
an enterprise would want any such funds at a particular 
price would depend on whether it had a use for them at 
all or could profitably [14691] use them at the price. Cer¬ 
tainly the maximum value and fair price for customer ad¬ 
vances would not exceed (1) the price at which the enter¬ 
prise could get such funds and (2) what return it could 
earn on them without the assumption of additional risks, 
hazards and uncertainties. 

Between these limits the fair price of the consumer’s 
advance will be found. It is obvious that whatever the 
exact rate is or should be, it is less, and substantially less, 
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than the over-all intended fair rate of return to the enter¬ 
prise. 

The governing economic principle is that those who 
take economic risk must be allowed to think they can obtain 
the reward for risk-taking. Any attempt to operate a free 
economic system in the reverse will end in drying up the 
willingness and disposition to assume risks. 

Q. In what way and under what circumstances does 
the acceptance of the consumer advances by utility enter¬ 
prise impose additional risks, hazards and uncertainties on 
the investment? A. The acceptance of the consumer ad¬ 
vance against the day when the cost of assets has to be met 
in retirements imposes additional risks and responsibilities 
from the time the funds are received until the enterprise 
comes into full ownership and control upon the occasion 
of a retirement of assets. 

[14692] The acceptance of advances even if only as liquid 
funds for deposit in a bank imposes such hazards. In case 
the bank fails the loss is not a loss to the consumers who 
advanced the funds but of the investors whose manage¬ 
ment accepted their custodianship. The same “advance” 
if lost cannot be collected again from the consumers. 

In terms of the hazard to earnings the enterprise takes 
the chances of not being able to employ the funds received 
either at once, advantageously or possibly at all. There 
are unavoidable lags in placing the funds in full and 
effective earning position. 

Assuming that the consumer advanced funds are to 
be invested in securities the alternative is to invest under 
conditions which impose no substantial additional risk on 
the enterprise such as high grade bonds yielding 2.6-3.0 
per cent or to invest in securities of higher yield and thus 
impose a greater risk on the investors. 

If the investment is made in securities which did not 
increase the risk to the enterprise as a whole, the return 
will be less than the fair rate of return and the rate of 
return for the utility enterprise as a whole reduced. If 
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the investment is made in more hazardous securities the 
return over and above a relatively risk free rate would be 
earned by those who take the risk, the over-all fair rate 
of return on the investment might be earned or more nearly 
[14693] earned but only by the assumption of additional 
risk and uncertainty for which no compensation would be 
received by those who took the risk. 

In the case of an expanding utility enterprise it might 
be assumed that consumer advances made to meet the ulti¬ 
mate cost at retirement might be temporarily employed in 
additions to property and plant. Aside from (1) the im¬ 
practicability of immediate and full utilization of consumer 
advances for this purpose at all times and (2) the fact 
that sooner or later more or less of the funds so employed 
will be needed to serve the purpose for which they were 
allegedly accrued and (3) that investment in long-lived 
plant does not make them readily or certainly available to 
meet the cost of property retired at retirement, such ex¬ 
pansion by the use of consumer advances imposes addi¬ 
tional risks, hazards and uncertainties on the enterprise 
which are not voluntarily assumed except in anticipation 
of compensatory return. 

When the utility enterprise assumes the responsibility 
for the investment of the consumer’s advances in addi¬ 
tional property the hazard base is increased for the in¬ 
vestor’s investment. 

There is a larger property exposure to hazard. If the 
volume of business is increased proportionately there is 
greater exposure to fluctuation and at a greater leverage 
factor. When for rate base purposes the reserve balance 
(the [14694] consumers’ net advance) is deducted the plant 
built out of such advances is in effect totally unearning and 
thus results in the adverse economic phenomena for the 
enterprise of the “larger wash and relatively smaller hang¬ 
out.” The consumer by the device of full reserve deduc¬ 
tion becomes a first priority claimant having a priority 
even over operating expenses and bondholder interest re- 
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quirements. The consumer in effect demands that the re¬ 
turn on his “advance” be paid first by the method of not 
allowing it to become revenue at all. His claim becomes 
a checkoff, a discounted bill. 

Rates based on investment less depreciation reserve 
take the consumer’s return out in the form of lower rates. 
The consumer’s return is not even exposed to the hazard 
of what can happen to revenues. Any scheme by which a 
special group of consumer “investors” can place them¬ 
selves in priority and senior position to all other investors, 
not to mention employees and suppliers of materials, in 
fact enables them to take their return out before it is earned 
or even received as revenue and then claim a rate of return 
equal to that earned “across the board” by ordinary in¬ 
vestors cannot but increase the proportion of the risk borne 
by the ordinary investor. A larger amount of property and 
a larger volume of service involve a larger measure of risk 
taking and the consumer creditor does not take this added 
risk and uncertainty. 

[14695] The paradoxical character of the whole idea that 
consumer advances are entitled to special priority and 
position and a rate of return equal to that obtained by 
those investors who assume the risks and hazards of the 
enterprise becomes more apparent if the parties at in¬ 
terest are taken as represented hy two groups of investors, 
Group A which has $10,000,000 invested in Utility A and 
Group B which has $5,000,000 invested in Utility B. 

Group B proposes a merger under terms such as these: 
The new AB company will assign revenues receivable in 
an amount equal to 6% per cent on the $5 million invest¬ 
ment of Group B investors. 

The Group A investors get their return of 6 Vo per 
cent after operating expenses and taxes have been paid. 
After the addition of the property of Group B the total 
property exposed to risk will be 50 per cent larger, the 
volume of business, sales, customers will be 50 per cent 
larger. Then a ten per cent drop in business will be a 15 
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per cent reduction for the Group A investors, the ratio of 
expenses to ‘ 4 unassigned ” revenue will be higher, the 
1 ‘ above-the-line ’ 9 leverage greater, in fact the entire in¬ 
vestment of Group A exposed in every way to greater 
hazards and for no greater return. 

Obviously Group A investors in their right minds will 
never voluntarily enter such an engagement but that is 
[14696] substantially what is demanded in behalf of utility 
consumers under proposals to deduct the total reserve bal¬ 
ances from the investment for rate base purposes. 

Q. Can a utility enterprise which has no opportunity 
or occasion for plant expansion solve the problem of large 
consumer advances without prejudice to its investors by 
disinvestment t A. I do not believe it can without preju¬ 
dice to its investors. Several forms of disinvestment are 
conceivable even if not practical, and possibly not legal, 
but all of them in practical effect constitute a substitution 
of consumer capital for investor capital and as long or in 
so far as this would involve paying more for consumer 
capital than for presently employed capital it would preju¬ 
dice the investor’s position. 

I understand that depreciation reserve assets may not 
be paid out as dividends and obviously if they were they 
would have to be recalled to some extent some time when 
needed to serve the purpose for which they were collected. 
Without reference to its legality disinvestment would un¬ 
der most circumstances be in large part impractical. 

Equally important is the fact that the remainder of 
the investment would have assumed the responsibility for 
providing substitute funds when needed and such responsi¬ 
bility is not voluntarily assumed without prospect of com¬ 
pensation for [14697] the extra risk and hazard. 

In any case disinvestment would counteract and de¬ 
stroy the intended and desired effect of adequate deprecia¬ 
tion reservation and retention of such assets in the enter¬ 
prise so as to enable it to meet its responsibilities cer¬ 
tainly and economically in the retirement and replacement 
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of property, and substitute consumer advances for capital 
which was willing and able to bear its share of the enter¬ 
prise risk at no more than a fair return for the service it 
was willing and able to give. 

Q. Does the accrual of a depreciation reserve balance 
constitute a return of the investment made by investors 
to the investors? A. No. Reservations of revenue to 
meet the cost of enterprise-owned assets at the time of 
retirement do not constitute a return of the investment 
made to the investors or to anyone else. 

Q. Why? A. For several reasons. First, the re¬ 
served revenue is not returned to the investors. The in¬ 
vestors are those who own the securities of the enterprise, 
the bondholders and stockholders, and in the most im¬ 
portant final sense, the stockholders. Merely entrusting an 
advance or prepaying on account of the cost at retirement 
of assets employed by the enterprise to the enterprise is 
not a return of the investment [14698] or of anything else 
to the investors nor is the enterprise in position to make 
such disposition of revenue received for restricted and 
special purposes. 

Secondly, in no real and economically meaningful sense 
does the reservation of revenue in the name of ‘ 4 deprecia¬ 
tion reservation” return the investment to the enterprise. 
The funds or other assets reflecting reservation of revenue 
against the day when the retirement takes place are col¬ 
lected and retained for restricted purposes. The enter¬ 
prise is not free to dispose of such assets; it has a special 
and restricted responsibility with respect to so much of 
its total assets as are reflected by the depreciation reserve 
balance at any time. 

In effect, the enterprise does not come into a full and 
unencumbered ownership of such assets until its rights in 
them have been matured by a retirement. At such time, 
having come into full and complete ownership, the enter¬ 
prise has the right to draw down payment for assets re¬ 
tired at cost. Whether formally and specially tagged or 
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not, assets to the amount of the depreciation reserve bal¬ 
ance are encumbered by a consumer interest, restrictions 
on their disposition and the practical limitations on their 
employment which make their position less than identical 
with unencumbered property. 

The practical effect of revenue reservation against the 
day when assets are retired at cost is obviously not a 
return [14699] of the investment to the investors. More¬ 
over, it is clearly not even a return of the investment to 
the enterprise without strings and restrictions attached so 
important in their effect as to make the relationship of 
enterprise management to reserve assets realistically de- 
scribable as a trusteeship of such assets until fully earned. 

Q. Is the employment of assets, generated by deprecia¬ 
tion reserve accrual, for the purpose of debt retirement a 
practical, fair and economical way of reconciling the eco¬ 
nomic interests created and involved? A. No. The use 
of assets generated by depreciation reserve accrual for 
debt retirement is a limited expedient and not an effective 
way to achieve economic balance except under certain lim¬ 
ited circumstances. 

Q. Why? A. In the first place, the permanent alien¬ 
ation of assets by debt retirement is not the purpose for 
which such assets were accumulated. In so far as the 
assets reflected by depreciation reserve balances were ac¬ 
cumulated and are or still will be needed for retirement 
and replacement purposes, they can at best be only tem¬ 
porarily employed for debt reduction. The use of reserve 
generated assets for debt retirement is therefore only one 
among several possible temporary uses of such assets by 
which some income or savings can be obtained by the en¬ 
terprise to reduce the cost [14700] to itself of asset retire¬ 
ment cost anticipation. 

The effect and consequences differ little from that of 
any other comparable use of the assets generated by the 
prepayment in part of the cost of assets at retirement. 
A utility burdened with such prepayments could invest in 
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of property, and substitute consumer advances for capital 
which was willing and able to bear its share of the enter¬ 
prise risk at no more than a fair return for the service it 
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not, assets to the amount of the depreciation reserve bal¬ 
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on their disposition and the practical limitations on their 
employment which make their position less than identical 
with unencumbered property. 

The practical effect of revenue reservation against the 
day when assets are retired at cost is obviously not a 
return [14699] of the investment to the investors. More¬ 
over, it is clearly not even a return of the investment to 
the enterprise without strings and restrictions attached so 
important in their effect as to make the relationship of 
enterprise management to reserve assets realistically de- 
scribable as a trusteeship of such assets until fully earned. 

Q. Is the employment of assets, generated by deprecia¬ 
tion reserve accrual, for the purpose of debt retirement a 
practical, fair and economical way of reconciling the eco¬ 
nomic interests created and involved? A. No. The use 
of assets generated by depreciation reserve accrual for 
debt retirement is a limited expedient and not an effective 
way to achieve economic balance except under certain lim¬ 
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ation of assets by debt retirement is not the purpose for 
which such assets were accumulated. In so far as the 
assets reflected by depreciation reserve balances were ac¬ 
cumulated and are or still will be needed for retirement 
and replacement purposes, they can at best be only tem¬ 
porarily employed for debt reduction. The use of reserve 
generated assets for debt retirement is therefore only one 
among several possible temporary uses of such assets by 
which some income or savings can be obtained by the en¬ 
terprise to reduce the cost [14700] to itself of asset retire¬ 
ment cost anticipation. 

The effect and consequences differ little from that of 
any other comparable use of the assets generated by the 
prepayment in part of the cost of assets at retirement. 
A utility burdened with such prepayments could invest in 
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the 3 per cent bonds of some other enterprise, could invest 
in and keep alive some of its own 3 per cent bonds or, 
conceivably, so far as the law might permit, retire its 
3 per cent debt. 

The alternative effect would be somewhat different 
depending upon individual circumstances. Debt retirement 
might be somewhat more expensive on account of the terms 
and conditions under which bonds could be retired, the 
investment in the bonds of other enterprises could be 
diversified and thus, without unusually large holdings of 
any particular security, there might be available a better 
resale market for such securities after the assets invested 
in them were required to be made available at retirement 
for the purpose for which their accrual was required or 
permitted. 

The important distinction under the assumptions made 
is that the burden and responsibility of providing the funds 
with which to make replacements which is clearly the bur¬ 
den and responsibility of the equity investor and his man¬ 
agement may be much greater if the company debt is re¬ 
tired to save the 3 per cent interest than if an investment 
in a [14701] diversified group of 3 per cent marketable 
bonds is made. Whether new financing can be accomplished 
when and as needed at what cost and how economically the 
funds could be provided in the volume needed and when 
needed are financial hazards for the equity investment. 

However, even more important is the fact that any 
such employment of assets generated by depreciation 
reservation would yield less than what the ‘‘trusteeship ’’ 
by the enterprise for such assets would cost the investor 
if the reserve balance is “deducted’* from the investment 
for rate base purposes. 

Under these circumstances, the equity investor would 
be engaging in a negative “trade on the equity” paying 
on the one hand the fair rate of return for the use of such 
assets and on the other, receiving a bond rate of interest 
from their employment. 
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The economic effect and consequence of the use of 
assets generated by depreciation reserve accrual for enter¬ 
prise debt retirement is to substitute consumer advanced 
capital at a price equal to the fair rate of return, assuming 
6% per cent, for investor-advanced debt capital at 3 per 
cent. Determination of the adverse effect on the earnings 
of the equity investment requires only a simple arithmetic 
calculation for extensive debt reduction would obviously 
destroy the quality of the capital structure and eliminate 
the advantage which existed in the use of debt capital and 
which [14702] would eventually be reflected in the require¬ 
ment of a higher rate of return. 

If, however, instead of deducting the balance for rate 
base purposes the administratively simply device of a lib¬ 
eral risk-free rate of interest credit to the reserve balance 
is used or the sinking fund method at a comparable risk¬ 
free rate of interest is employed, the alternatives men¬ 
tioned above become more feasible in at least the last re¬ 
spect. Investment of reserve generated assets at 3 per 
cent in the bonds of other enterprises, its own bonds or, to 
some extent, even debt retirement would operate to keep 
a fair balance between the cost which the enterprise ex¬ 
periences by accepting prepayment of the cost of assets at 
retirement and the extent to which it can by outside or 
additional income reimburse itself without the assumption 
of additional risks, hazards and uncertainties. The differ¬ 
ence in effect, assuming legality, would arise out of the 
difference in the amount of risk and responsibility the 
equity would take under the alternatives with respect to 
being able to get funds when it needed them in the amounts 
needed and at equally favorable costs. 

• • • 

[14705] Cross-Examination. 

By Mr. Goldberg: 

Q. Dr. Dorau, in the Safe Harbor case you appeared 
as a witness in behalf of the Respondent in that case, Safe 
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Harbor Water Power Corporation. Isn’t that right? A. 
Yes. 

Q. In that case you set forth and testified to your con¬ 
clusions and principles about certain matters of general 
depreciation principles and policy. Isn’t that right? A. 
I think that is a fair description. 

Q. And the conclusions and opinions that you ex¬ 
pressed in that case are the same ones you have expressed 
in your direct testimony in this case. Isn’t that right? 
A. I don’t know of any portion of the direct testimony pre¬ 
pared for this case that is in any way in conflict with what 
I may have offered in the other case. 

Q. Of course, you understand that my question went 
only to the principles that you apply to what you call the 
facts of the case. You understood that? A. Oh, I as¬ 
sume you were not concerned about the identity of mathe¬ 
matics and quantities. 

Q. That is right. [14706] A. I w T as trying to make it 
clear that I was not in a position to pass judgment on that 
alleged degree of similarity. 

Q. Yes. A. I was merely wanting to go on record 
that so far as I know there is no conflict in principle or 
position in any part that may deal with the same questions. 

Q. As a matter of fact, in the Safe Harbor case you 
testified that the principles expressed by you were ap¬ 
plicable to any set of facts or circumstances. Isn’t that 
so? A. No. Any set of facts that had the same area of 
origin and application. 

Q. What do you mean by the same origin and applica¬ 
tion? A. I am sure they don’t have the same applica¬ 
tion in the case of the General Electric Company or a chem¬ 
ical company. 

Q. How about electric utilities? A. I think substan¬ 
tially in the case of electric utilities, except possibly those 
instances that are under special sliding scale franchises, or 
something of that character. 
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Q. Are Safe Harbor or Penn Water in that category, 
within the exception? A. No, I don’t believe I would 
except them. 

Q. I think the premises upon which you founded your 
testimony in the Safe Harbor case are the same premises 
upon which you base your testimony in this case. Isn’t 
that so? [14707] A. Insofar as that covers economic 
principles, yes. 

Q. Yes, economic principles of depreciation. A. 
Yes, sir. 

• • • 

[14718] Direct Examination (Continued). 

By Mr. Hull: 

Q. First, Doctor, I wish to direct your attention to 
Mr. Dunn’s testimony at transcript 13,427. I will read to 
you the relevant portions. 

Mr. Goldberg: May I just get that? 

Mr. Hull: Yes. 

Mr. Goldberg: I have them now. 

Mr. Hull: I propose to read to the witness the 
question beginning at the top of transcript page 13,427, 
lines 1 to 4, and the answer of the witness at lines 11 
to 15, the following question appearing at lines 16 and 
17, and the answer of the witness beginning at line 22 
and continuing to the end of the page. 

By Mr. Hull: 

Q. Dr. Dorau, the testimony I have referred to is as 
follows: 

“Q. Now, when an electric utility company in¬ 
vests the assets reflected by the depreciation reserve 
balance, who assumes the hazard of the loss of that 
capital or failure to earn the return of that capital?” 
I may say, I think there is a typographical error there. 
That should have read ‘ 4 earn a return on that capital.” 
The answer of the witness was: 
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[14719] “I cannot answer the question in the terms it is 
put because the assets represented by the depreciation 
reserve cannot be identified, so I cannot tell what risks, 
if any, are involved in connection with such assets. 

“Q. Even though they cannot be identified they 
are there, are they not? 

“A. Not necessarily there. To the extent they 
are there and the utility company receives a fair rate 
of return on such assets, unidentified assets, there is 
no particular risk involved other than the risks in¬ 
cluded in the rate of return.” 

Now, Doctor, my question to you is this: 

Do you agree that when an electric utility company 
invests the assets reflected by the depreciation reserve bal¬ 
ance, that * 4 there is no particular risk involved other than 
the risks included in the rate of return”? 

Mr. Goldberg: I object to that, Mr. Examiner, be¬ 
cause the reference has not been to all of the testi¬ 
mony and all of the testimony is needed. The question 
is based only upon a fragmentary portion of all that 
testimony. 

Trial Examiner : Objection is overruled. 

By Mr. Hull: 

Q. Do you have the question in mind? A. I lost the 
question. May I have it, please? 

[14720] (Question read.) 

The Witness: No. It seems to me the conclusion is 
in error in that the investor does assume the additional 
risks incident to the additional investment or employment 
of such reserve revenues. 

By Mr. Hull: 

Q. • • • Now, Doctor, my question to you is this: In 
your opinion does the fact that an electric utility company 
has not segregated and ear-marked specific assets as invest- 
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ments of [14721] cash generated through charges for de¬ 
preciation, or does the fact that the specific assets cannot 
be identified as having originated from such charges, do 
either of those facts mean that the company has no assets 
which are reflected by the balance in the depreciation re¬ 
serve? 

• • • 

[14722] The Witness: No. 

i • i 

Q. At the portion of the testimony to which I last 
directed your attention, Mr. Dunn referred to the reserve 
for depreciation as a contra account to the plant account, 
and at a number of other places in his testimony, particu¬ 
larly at pages 13438 to 13440, he referred to the fact that 
in his opinion the reserve for depreciation was merely an 
account contra to plant account. 

In your opinion is the reserve for depreciation simply 

and merely a contra account to plant account? 

# • • 

[14723] The Witness : No, it is not my understanding that 
it is primarily that or simply that. The balance in the 
depreciation- 

• it 

[14724] —account measures the reservation of revenues 
accrued on account of the ultimate retirement of property 
at cost which has not been required to meet such retirements 
of cost. 

By Mb. Hull: 

Q. Doctor, what is the purpose of the reservation of 
assets that are incident to the accumulation of credits to 
reserve ? 

• • • 

The Witness: The purpose for reserving revenues is 
to provide assets sufficient to meet the cost at retirement. 
The purpose of the depreciation reserve is to record the 
balance of such reservations not previously required for 
retirements. 
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By Mr. Hull: 

[14725] Q. Now, Dr. Doran, at transcript 12,809, lines 15 
to 20, Mr. Dunn was asked the following question: 

“Do you agree that when the depreciation reserve 
balance is deducted from the original investment and 
a depreciated rate base is used in fixing rates the 
utility company must assume the risk of investing the 
assets reflected by the depreciation reserve in some 
manner in order to earn upon them the utility rate of 
return ?” 

The answer to that question is found at transcript 
12,810, lines 4 to 6, as follows: 

‘ ‘ There are several answers to the question. They 
certainly don’t take any additional risks without re¬ 
ceiving a rate of return greater than the commission 
allowed . 9 ’ 

Then at lines 18 to 19, after the witness had been asked 
concerning the investment of such assets, he was asked 
this question: 

“Suppose it is lost, who has to replace it? 

“A. No one has to replace it.” 

My question to you is this: Do you agree with Mr. 
Dunn that if the assets reflected by the depreciation reserve 
balance are invested by the utility and are lost that no one 
has to replace them? 

• • • 

[14726] The Witness: No, I do not agree. 

By Mr. Hull: 

[14727] Q. At transcript page 12,767, beginning at line 14, 
the following appears, Mr. Dunn being on cross-examina¬ 
tion: 

“Q. When an electric utility company finds it 
necessary to use capital for the replacement of prop¬ 
erty, what sources of capital are available to it? 
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“A. Its own funds are available, money borrowed 
by means of notes, bonds, the sale of additional capital 
stock are the principal sources of funds. 

“Q. It is true, is it not, that the sole and undi¬ 
vided responsibility of an electric company to provide 
such necessary capital is the responsibility of the stock¬ 
holders ? ’’ 

That last question was not answered by the witness. 
I would like to have your opinion on that question. 

Me. Goldberg : Mr. Examiner, I object to that, and 
particularly the statement that the last question was 
not answered by the witness because I had objected 
to that and the Examiner sustained my objection as 
appears on line 24 of transcript 12,768. How much of 
this distortion is to be permitted, Mr. Examiner? 

• • • 

[14728] The Witness: Yes. 

• • • 

Q. Dr. Dorau, in your opinion are the assets reflected 
by the reserve for depreciation of an electric utility com¬ 
pany assets which are devoted to public service? A. 
Yes. 

Q. Will you give your reasons? A. Whether ac¬ 
tually invested in property or [14729] not, whether in¬ 
vested in other opportunities for earning a return or not, 
the assets reflecting a depreciation reserve serve in the 
sense that they are retained in the enterprise available for 
reinvestment in property upon retirement of existing prop¬ 
erty. 

Q. Can you give me any analogy of other temporarily 
idle assets that a utility company has on which it is allowed 
to earn a utility rate of return? 

Mb. Goldberg: May I have that question? 

Trial Examiner: Yes. 

(Question read.) 
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The Witness : I think the principle that capital neces¬ 
sarily and unavoidably, partly or wholly unearning because 
of the public obligations of the utility enterprise for con¬ 
tinuing service, are recognized, for example, in the recog¬ 
nition given in interest during construction, as an element 
of cost. That has come to be recognized on the basis that 
capital is unavoidably and necessarily unearning in whole 
or in part even before any service may be rendered to the 
consumers. 

Similarly, working capital, for example, may not con¬ 
tinuously and fully be employed. Nevertheless, it has to 
stand by and be available for the functions which it has to 
perform and has come to be generally recognized as an 
appropriate base for earnings. 

[14730] Q. Do you find any analogy in utility property held 
for future use? A. Well, similarly property that is not 
actively employed in rendering service now but is con¬ 
strued as reasonably necessary for future requirements or 
for possible present requirements which actually do not 
materialize has come to be recognized in appropriate 
amounts as deserving of recognition as a basis for a return. 

Q. At transcript page 12,722, lines 11 to 15, the follow¬ 
ing question was asked of Mr. Dunn on cross-examination: 

“Now, Mr. Dunn, the effect of the deduction of the 
reserve balance from original cost in determining a 
rate base is to reduce the amounts which the consumers 
pay in rates by the amount of the rate of return multi¬ 
plied by the depreciation reserve balance, is it not?” 

In attempting to secure an answer to this question, a 
long series of questions was asked thereafter extending 
over to transcript page 12,732, and an illustration was put 
to him of a company beginning business with a plant ac¬ 
count of $100,000 and capital stock of $100,000. 

The estimated life of the plant was ten years, and the 
amount of reserve for depreciation at the end of the first 
year was $10,000. 
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The last question of this series at transcript 12,732, 
lines 15 to 23, is as follows: 

[14731] “Q. Mr. Dunn, assuming that the $10,000 which 
is charged as depreciation expense in the first year and 
paid for by the consumers is retained by the company 
in cash, does not the deduction of the amount of the 
depreciation reserve balance of $10,000 from the orig¬ 
inal investment rate base of $100,000 and the charging 
of rates for the succeeding year upon the rate base of 
$90,000 have the effect of allowing the consumers in 
the second year the rate of return multiplied by the 
assets affected by the depreciation reserve balance?” 

The answer was: 

“No. 

“Q. Why would it not have that effect, Mr. Dunn? 
“A. Because the only reduction which the rate 
payers are entitled to and which they receive is the 
reduction due to the deduction of proper balance in 
the depreciation reserve. Any assumed rate of return 
applied to a cash figure in the company is not equivalent 
to that determination.” 

Do you agree with Mr. Dunn’s answer? 

* • • 

[14732] The Witness: No, I do not agree because it seems 
to me to be perfectly obvious that the effect of deducting 
depreciation reserve balances from the property account 
does in effect credit the consumers with a rate equal to the 
earning rate. 

By Me. Hull: 

Q. Do you know of any regulatory commissions which 
have prescribed or approved the sinking-fund method of 
accounting for depreciation? A. Yes. 

Q. Do you know of any courts that have approved that 
method? A. I have them of record. I don’t have them 
in mind. Yes, there are such approvals. 
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Q. Does the sinking-fund method of accounting for de¬ 
preciation as approved by the regulatory commissions and 
courts to which you refer provide for the charging of the 
annuity component of the sinking fund only to depreciation 
expense and provide for the interest component as an in¬ 
come deduction? 

Mr. Goldberg: I object to that as utterly imma¬ 
terial and irrelevant, Mr. Examiner. 

Trial Examiner : The witness may answer. 

[14733] The Witness: It is my understanding, and I re¬ 
call no exceptions to it in regulatory procedure that I have 
had the opportunity to review to the method which involves 
charging the annuity above the line to operating expenses 
and the interest credit below the line as an income de¬ 
duction. 

By Mr. Hull: 

Q. When an interest method of accounting for de¬ 
preciation is used, and both the annuity and the interest 
components are charges to depreciation expense above the 
line, what designation is given to that method? A. It 
has come to be known as the compound-interest method. 

Q. At transcript page 12,519, lines 17 to 19, Mr. Dunn 
testified as follows: 

“The use of the sinking-fund method with an in¬ 
terest rate lower than the rate of return would be an 
application of the sinking-fund method in an improper 
manner.’’ 

Do you agree with that? A. No. 

Q. Among the cases decided by Commissions and 
Courts to which we referred a moment ago, do you know 
of cases in which the sinking fund method was prescribed 
or approved with an interest rate lower than the rate of 
return. 

Mr. Goldberg: I object. It is immaterial and ir¬ 
relevant, Mr. Examiner. 
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[14734] Trial Examiner: The witness may answer. 

The Witness : Yes, I know of such instances. 

By Mr. Hull: 

Q. Can you tell us why the rate of interest is and should 
be less than the rate of return? A. Well, in summary be¬ 
cause the enterprise finds it difficult, if not impossible, to a 
greater or lesser extent, to give full and effective earning 
power to such reservations of revenue and, secondly, inso¬ 
far as it employs such assets resulting from the reservation 
of revenue and assumes risks greater than what may be 
construed a fair and reasonable risk free loan rate, it takes 
on additional hazards, risks, and uncertainties for which it, 
the enterprise, is entitled to compensation. 

Q. Under any method of depreciation reservation, in 
what manner should the balance in the reserve for deprecia¬ 
tion be treated in the determination of a rate base? 

Mr. Goldberg: May I have that question, please? 

(Question read.) 

Mr. Goldberg: I object to that, Mr. Examiner. I 

know of no foundation for that question. 

Trial Examiner: Objection is overruled. 

The Witness: May I have the question again, please? 

(Question read.) 

The Witness: The reserve balance in my opinion 
should [14735] always be treated as reflecting the reserva¬ 
tion of such an amount of revenue of necessity retained in 
the enterprise not deducted for purposes of rate base deter¬ 
mination but used as a basis for an appropriate interest 
credit to the consumers ’ account on account of such risk¬ 
free employment of funds as the enterprise may be able to 
make or may fairly be presumed to be able to make. 
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By Mr. Hull: 

Q. In the operation of an electric utility enterprise, 
upon whom does the obligation rest for securing capital 
necessary for replacements of property! 

• • • 

The Witness: Ultimately upon the equity investment; 

practically upon the management which represents that 

equity investment. 

• • • 

[14736] Q. Doctor, assume that the assets reflected by the 
depreciation reserve balance had been used to retire three 
per cent bonds, and that subsequent retirements and replace¬ 
ments of property required the company to reobtain capital 
which can only be obtained at the rate of five per cent or 
higher. Who bears the burden of the additional cost, the 
equity holder or the consumer ? 

Mr. Goldberg: May I have that question, please? 

Trial Examiner: Yes. 

(Question read.) 

[14737] The Witness: The equity holder obviously imme¬ 
diately bears the burden of the adverse change in the cost 
of money. If I may explain my answer further, I do under¬ 
stand the operation of the regulatory process and that it is 
a fair presumption that under that regulatory process when 
and if subsequent rate determinations take place that to 
some extent, at least, the five per cent cost of money would 
then be recognized as a factor affecting the fair rate of 
return. 

But in between times, obviously, the equity investor 
bears the economic disadvantage of having traded five per 
cent money for three per cent money. 

Mr. Hull: May I have the answer, please? 

(Answer read.) 
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By Mr. Hull: 

Q. Is that right? A. Having been traded ont of five 
per cent money into three per cent money. 

• • • 

[14738] Q. What risk does the consumer of Pennsylvania 
Water & Power Company take with respect to the assets 
reflected by the depreciation reserve? A. I don’t see 
that they take any significant additional risks. They have 
made an advance against the time when the cost of retire¬ 
ment needs to be met. They certainly don’t under our or¬ 
dinary conception of the regulatory process stand liable to 
pay again in case the enterprise loses these assets collected 
from them, and in contrast to that the equity investor has 
to assume all the responsibilities of care and management 
and safekeeping of these assets advanced and reflected by 
depreciation reserve balances. 

• • • 

[14743] Q. Dr. Dorau, since as you testified this morning 
the consumers assume no risks in connection with the assets 
reflected by the depreciation reserve balance, is it in your 
opinion equitable for the consumers to receive a credit on 
those assets equal to the rate of return? A. It is not. 

Q. Is the allowance of so large a credit in your opinion 
justified by sound economic principles? A. It is not. 

Q. Upon sound economic principles to how much re¬ 
turn upon those assets, or how much credit on those assets, 
are the consumers entitled? A. From an economic point 
of view they are entitled to full compensation for the time 
value of the funds advanced plus, in my opinion, a modest 
allowance over and above that so as to equal a liberal loan 
rate of interest, in part to act as a stimulus to the manage¬ 
ment to make the [14744] best possible use of those assets 
in the meantime. 

Q. Doctor, have the opinions which you have expressed 
today and the principles you embodied in your rebuttal tes- 
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timony been recognized by the regulatory commissions of 
any of the states? 

• • • 

[14745] The Witness: Yes, they have been frequently rec¬ 
ognized. 

By Mr. Hull: 

Q. Can you tell us what states? A. Well, some years 
ago I provided a substantial document which recorded a 
large number of instances of that recognition and the em¬ 
ployment of the sinking fund method. The states of Wis¬ 
consin— 

Trial Examiner: This was some years ago, you 

say? 

Mr. Hull: Yes, I made such a careful tabulation 
and calculation of those. 

Trial Examiner: How long ago? 

The Witness: By Mr. Goldberg’s request. 

Mr. Goldberg : By me ? 

The Witness: Yes, at your request. 

Mr. Goldberg : Do I have a copy? 

The Witness: You were provided with a copy. 

Trial Examiner: How long ago was this? 

The Witness: Safe Harbor rate case. 

Mr. Goldberg: Before the decision, was it not? 

[14746] The Witness: Quite so. 

Mr. Goldberg: If it was ever provided. 

Trial Examiner: Just a minute. 

How long ago was that, Mr. Witness? 

The Witness: I suspect that is a matter of two years, 
at least; two and a half years maybe. 

Mr. Goldberg : Direct testimony of Dr. Dorau was 
December of 1944. 


Herbert B. Dorau, Direct 


1721 


The Witness: Then probably in February. I think it 
was along in February of 1945. 

Mr. Goldberg : First cross-examination was Febru¬ 
ary 27th, 1945, Mr. Examiner. 

Trial Examiner: This is more or less a matter of 
argument. You determined this from the reported de¬ 
cisions of the various State Commissions? 

The Witness: That is right. 

By Mr. Hull: 

Q. Are you familiar, Doctor, with Order No. 38-A of 
the Missouri Public Service Commission? 

Mr. Goldberg: I object, Mr. Examiner. It is im¬ 
material and irrelevant. 

Trial Examiner: He may answer. 

The Witness: Yes, generally familiar with it. 

By Mr. Hull: 

Q. Does that follow the principles which you have 
[14747] enunciated in your rebuttal testimony? 

Mr. Goldberg: Same objection, Mr. Examiner. 

Trial Examiner: You may answer. 

The Witness : Yes, so far as I understand Order 38-A, 
it is in harmony with the principles which I have discussed. 
The Missouri Commission provides for a 3 per cent credit 
on depreciation reserve balance. 

By Mr. Hull : 

Q. And an undepreciated rate base, does it not? A. 

Yes. 

Q. If the retention in the electric utility business of 
the assets reflected by the depreciation reserve is required 
by regulatory practice, who should bear any cost or burden 
incident to the retention of those assets? A. The con¬ 
sumers should bear any extra burden over and above that 
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which can be reimbursed by the employment of such ad¬ 
vances under comparatively risk-free circumstances. 

• • • 

Cross-Examination (Continued). 

By Mr. Goldberg: 

• • • 

[14758] Q. I understood you to say that the purpose of the 
reserve is to meet a future cost of retirements when the re¬ 
tirement is made. Is that right? A. That is right. 

• • • 

[14779] Q. Did you begin with the year 1946 in Schedules 

E, F and G for the sake of brevity? A. Yes, and because 
my purpose was to project the results of the application of 
alternative methods into the future. 

Q. So that at least in part you ignored 35 years of past 
operations for the sake of brevity but concerned yourself 
[147S0] with 65 years of estimated future operations. Is 
that right? A. The effect of that is correct but it was 
not my intention to do a historical analysis. The purpose 
was to show what the results would be of alternative meth¬ 
ods projected into the future. 

Q. And you think that can be shown by ignoring the 
past? A. I would like to assume that the past was not 
totally ignored in the FPC Staff assumptions as to lives. 

Q. I am talking about what you did. A. So to that 
extent presumably actual experience may have entered the 
determination, but I made no such determination. 

Q. Can you reach correct conclusions as to the future 
for your purposes by ignoring the past? A. As correct 
as the FPC estimates of life expectancy. 

• • • 

Q. You eliminated the return earned during the 35 
years of actual operations when you purport to show the 
[14781] cumulative rate of return in Schedule E-l. Isn’t 
that so? A. That is correct. I was not making a post¬ 
evaluation of the return of the company in the past. I was 
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showing only comparatively what it would be in the future 
under the alternative methods. 

Q. You were not making a fully cumulative return, 
showing you were making only a partial one. Isn’t that 
so? A. Making it from 1945 in. 

Q. Only partially, that is you were showing nothing as 
to the past which might be reflected in the figures? A. 
Never intended to. 

o • • 

[14786] Q. Looking at your Schedule E-l in Exhibit 321, 
you have a column which is entitled “Deficiency in return.” 
You have so entitled that column as a result of your assump¬ 
tion that the fair return should be computed on undepre¬ 
ciated investment. Is that right? [14787] A. That is 
correct. 

Q. If, however, it is intended that the fair return be 
computed on depreciated or net investment, then, of course, 
the “deficiency in return” is the “excess in return”, isn’t 
that right? A. It could be so called, a mathematical ex¬ 
cess. 

• • • 

[14795] Q. Is depreciation the amount accumulated in ex¬ 
cess of a fair rate of return? A. Depreciation is never 
that. If I may correct you, does the reserve reflect- 

Q. Accumulations from earnings in excess of fair re¬ 
turn. A. Not necessarily, no. 

Q. In other words, there are times when you will have 
reserve accumulations even though the depreciation is not 
[14796] earned? A. Put it this way: The necessity of 
giving priority to a reservation for depreciation has a claim 
ahead of any indicated return to the enterprise. Therefore, 
if there is anything over and above operating expenses, 
it first goes to the reserve. 

Q. Is it your statement- A. Not since about 

1918 and 1920, Mr. Goldberg, has that kind of accounting 
been engaged in to my knowledge. 
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Q. Is it your statement that where the company does 
not earn a fair rate of return it has nevertheless received 
the depreciation payment from the consumer 1 ? Is that 
right? A. It may well have. 

• • • 

[14803] Q. When you refer to “a 2 per cent or 3 per cent 
return on the assets reflecting the depreciation reserve bal¬ 
ance”, the percentages referred to by you are hypothetical 
and so are the assets. Isn’t that so? A. The percentages 
are a convenient range of percentgaes in even amounts for 
ease of calculation, zero, 2 and 3. The percentages were 
stopped at 3 because in my opinion there is no prospect un¬ 
der present conditions of earning as much, even, as 3 per 
cent without the assumption of additional risks, hazards 
and uncertainties, so I did not go beyond 3 per cent. I 
couldn’t go below zero. 

Q. They are hypothetical and assumed percentages, 
aren’t they? A. I don’t know about hypothetical in that 
sense. There is nothing hypothetical about 2. It is a very 
real number. 

Q. Did the company earn the 2 or 3 per cent you used? 
A. That is a different question. No, I made no determina¬ 
tion of what the company earned. 

Q. So far as that is concerned, then, it is a hypothetical 
percentage, hypothetical income. Right? A. Well, it is 
not intended to be a picture of the income of the company 
which it was able to earn on the assets reflecting its de¬ 
preciation reserve balance. 

• • • 

[14808] Q. If the assets reflecting the depreciation reserve 
balance had been used to retire bonds, have they been re¬ 
tained? A. If they had been used? 

Q. Yes. A. Under your assumption if they had been 
used, obviously they wouldn’t. 

Q. Do you know whether assets reflecting the deprecia¬ 
tion reserve balance have been so used by Penn Water? 
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A. No, without an analysis of this statement I could not 
say whether they had or had not. 

[14809] Q. And you have made no such analysis? A. I 
made no such analysis but I wouldn’t be a bit surprised 
if it couldn’t be made with some time. I don’t think I would 

assume the extemporaneous analysis of a balance sheet- 

Q. You never made one in connection with the testi¬ 
mony you prepared here? A. I did not do that, no. 

• • • 

[14836] Q. Now, then, although you have, for the sake of 
brevity, depicted alleged deficiencies in return beginning 
with 1946, it is the fact, is it not, that in your depreciation 
reserve calculations you began with January 1, 1911. 
[14837] Right? A. That is right. 

Q. Are we to understand that you propose a retroac¬ 
tive adjustment of the depreciation reserve? A. No, I 
have made no such proposal. 

• • • 

[14840] Q. I think you will find it is the same thing you 
did in the Safe Harbor case. A. Oh, no. I didn’t, you 
did. 

Q. In connection with my statement that in the Safe 
Harbor case you made a showing with respect to the entire 
past history of the company and the projected history on a 
cumulative basis, I show you Table 4 of Exhibit 53 in Docket 
[14841] Number IT-5914. Now having had an opportunity 
to refresh your recollection didn’t you in that case show 
cumulative rates of return based upon the entire history of 
the company from 1933 to the year 2032, past and projected? 
A. It would appear so. I withdraw my remark and apolo¬ 
gize for the lapse of memory. 

Q. But you have not done that in this case. A. No. 

• • • 

[14847] Q. What additional risks, hazards and responsi¬ 
bilities are the common stock investors assuming by that in- 
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vestment in Safe Harbor common stock! A. The hazard 
of non-receipt of income or loss of principal. 

Q. Is that reflected in any way by the rate of return 
on the common stock? A. Qnite so. I think that is the 
best evidence that it is a risky undertaking. 

Q. In other words, for assuming those additional risks, 
hazards and responsibilities they are going to receive 9.33 
per cent dividends. Right? A. That is correct. Wait a 
minute, that is not quite correct. I am trying to be perfectly 
candid. For the assumption of the risks, hazards and un¬ 
certainties involved in this investment they are receiving 
that part of 9.33 per cent which is over and above what we 
have called a comparatively free, risk-free rate of return. 
Namely, if we may illustrate it by saying three per cent, 
again as I have, then 6.33 out of the 9.33 would be construed 
as the return to the investors here for assuming the addi¬ 
tional risks and hazards [14848] of an investment in the 
Safe Harbor stock over and above employing those same 
assets in comparatively risk-free three per cent bonds. 

• • • 

[14891] Q. You did not use the actual retirements for that 
period of time in connection with your computations shown 
in Exhibit 321; right? A. No, I did not, and I could not 
have to accomplish the purposes which this exhibit was in¬ 
tended to accomplish. 

• • • 

[14942] Q. So that you are to be understood as saying that 
though the Commission, if it wishes, may use a depreciated 
rate base, it may do so only if it makes an adjustment in 
the fair rate of return so as to equal the fair rate of return 
on total or undepreciated investment, right? A. Yes, all 
other factors being consistently handled the purpose of the 
“G” series here is to show that the Commission could pur¬ 
sue the mechanics of a deduction process for rate base pur¬ 
poses and make the necessary adjustments quite simply in 
rate of return to get the effect that it would have gotten had 
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it calculated its return on the total investment of the in¬ 
vestors. 

i • t 

[14947] Q. Isn’t this the fact: That in the event that assets 
reflecting the de± reciation reserve balance could not be iden¬ 
tified, it would follow that no income could be identified as 
having come from those assets? A. I think the way I 
understand it it is obvious. If you can’t identify the assets 
you couldn’t identify the flow of income. But that doesn’t 
mean to say there was no income necessarily, simply be¬ 
cause of the first statement that there is no identification. 

Q. You would say that the company has the right to 
assume assets reflecting the depreciation reserve exists and 
that there is income from such assets, and that the income 
that it earned was attributable at least in part to those 
[14948] assets. Is that it? A. I think so. If you can’t 
identify the assets you probably can’t identify the income. 

Q. Could a company assume that its assets reflecting 
the depreciation reserve balance are all in the bank? A. 
You couldn’t stop them from assuming that, no. 

Q. It has that prerogative. A. Circumstances are 
obviously that it could make such an assumption. 

Q. It could make such an assumption? A. Yes. 

Q. And having made such an assumption it could then 
assume there is no income. Is that right? A. If there 
were no income it would follow very logically that it might 
also as well assume there was no income, if in fact there 
were no income. 

Q. It doesn’t know if it can’t identify the assets. A. 
You assumed they were identified. 

Q. Yes, it assumes that they are in the bank. Having 
assumed they are in the bank it may assume there is no in¬ 
come. Right? A. It might. But I say if in fact there 
were none. It is possible to earn a little return on bank 
balances at times. If you put it in a time account you could 
get some percentage on it. 
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[14949] Q. How much? A. Maybe one per cent today. 

• • • 

[14957] Q. Now, if I understand what you just told us in 
these illustrations, whether the assets reflecting the depre¬ 
ciation reserve balance are invested inside the company or 
outside the company, there is an assumption of additional 
risks, hazards and responsibilities. Right? A. Depend¬ 
ing on the character of the investment, Mr. Goldberg. 

Q. Over and above this three per cent? A. All 
right, fine. 

Q. With that, the answer is “Yes”? A. If it is 
above the three per cent. 

• • • 

[14958] Q. Is this the fact: Whether deposited with a trus¬ 
tee or not, the fund or assets reflecting the depreciation 
reserve balance you consider a trust fund? Right? A. 
I think I have in some connection or other stated in effect a 
trust fund. 

• • • 

[14982] Q. Does it take any cash to retire property except 
expenditures for removal or demolition? A. No. The 
retirement as such does not, particularly if we construe a 
retirement as a bookkeeping operation. 

Q. I was not construing it as anything at all. A. 
You mean actually physically putting it out of service? 

Q. Speak of it in that way first, actually physically 
taking it out of service, does it require any cash except ex¬ 
penditures for removal or demolition? A. No. 

Q. As a “bookkeeping operation” does it require any 
[14983] cash? A. There is only the cost of the book¬ 
keeping. 

Q. Now, then, in what circumstances is there a cost of 
retirement which involves the utilization of cash other than 
cash for the bookkeeping operation or the removal or demo¬ 
lition of the physical property? A. The retirement as 
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such does not require any cash. The operation to which I 
referred is the replacement. 

• • • 

[14997] Q. There is one life assigned for the turbo gen¬ 
erators in Exhibit 59. Is that right? A. That is right. 

Q. Did you understand that that one life assignment 
meant that all of the turbo generators would be retired at 
[14998] the same time? A. I understand that such turbo 
generators might not be actually retired at one time. In 
fact, I understand very well that they may not be retired 
at all according to such a forecast, but they were given a 
specific life and it is that life I used to project the period 
of their existence in the account from the date of installa¬ 
tion to the date of estimated retirement. 

• • « 


[15050] WM. H. EICHHORN, JR. 

• • • 

Cross-Examination (Continued). 

By Mr. Goldberg: 

• • • 

[15062] Q. Now we come to the Schedule K series which 
begins on page 34. If I understand the make-up of this 
from what you told the Examiner the other day, you have 
broken down the Schedule K items into three classifications; 
is that right? A. That is correct. 

Q. Did you make the breakdown or did Mr. Wetzel 
make it? A. I asked Mr. Wetzel to make the breakdown. 
[15063] Q. The breakdown between betterments, additions, 
and replacements, then, represents his conclusions as to the 
appropriate segregation; is that right? A. Yes, with 
this understanding—that when we made the original cost 
determination, there was a large group of items which fell 
into this classification of betterments, additions, and re¬ 
placements, and they were treated as one total group at 
that time, and what is done in Exhibit 320 in the K sched- 
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ules is to divide up the remaining ones which were not 
recommended for allowance by the staff in Exhibit 51. 

Q. I understand that you concluded that these amounts 
shown for the three categories on page 34 were accounting 
errors, or, as you stated it the other day- A. I par¬ 

ticipated in that joint determination that these were ac¬ 
counting errors. 

Q. When you say “joint determination,’’1 take it that 
means that you were in accord with the conclusions, and it 
also represented your own independent conclusions; right? 
A. I saw nothing wrong with it; that is right. 

Q. You agreed with the conclusions; right? A. I 
think that is similar. 

Q. All right, if you are using it in that sense. I would 
like to see if we can cover them as a whole without [15064] 
going into all of the details, for the sake of saving time. 

Now, then, upon what standards, or what standards did 
you apply in reaching the conclusion that these amounts 
were erroneously charged either to operating expenses or to 
the depreciation reserve? A. First of all, these items 
appeared in the physical inventory, and there was no cost 
found for them in the plant accounts, so that since they 
represented physical property and were part of the plant 
in service, I considered, along with Mr. Gunn and counsel, 
the system of accounts of the Federal Power Commission 
instructions—electric plant accounts 2-B as permitting in¬ 
clusion of those items as part of plant cost. 

Q. I take it that you are referring to the last sentence, 
electric plant accounts, instruction 2-B, which appears on 
page 38 of the Commission’s Uniform System of Accounts? 
A. Yes. 

• • • 

[15065] Q. If the charges, when made, were made pursuant 
to accounting practice then in effect, you understood in¬ 
struction 2-B to forbid re-accounting for them; isn’t that 
so? A. No, that is not what I understand instruction 
2-B to mean. 




Wm. H. Eichhorn, Jr., Cross 


1731 


Q. Will you give us your understanding of what you 
understood it to mean? A. Instruction 2-B, I believe, 
speaks clearly for itself, and I know that you left out of 
your question the words, in instruction 2-B, “Charged to 
operating expenses in accordance with the Uniform System 
of Accounts in effect at the time.” 

Q. Go on. A. That is all. 

Q. What did you understand “charge to operating ex¬ 
penses in accordance with the Uniform System of Accounts 
in effect at the time” to mean? A. Well, to me it meant 
that if the Uniform System of [15066] Accounts in effect at 
the time entry was made required items to be charged to 
plant account, and they were not so charged, they could be 
corrected under instruction 2-B. 

Q. What did you understand “Uniform System of Ac¬ 
counts” meant? A. To me this meant, in this particular 
instance, the Pennsylvania Commission system of accounts 
which was in effect during the recording of these entries 
by Penn Water. 

Q. All of these entries, are you saying, which appear 
in Exhibit 320 on the K schedules were made at a time when 
the Pennsylvania Commission’s system of accounts was in 
effect? A. I believe they all were. Let me look at this 
for a minute. 

Q. Do you know when the Pennsylvania system of ac¬ 
counts went into effect? A. January 1,1919, is the effec¬ 
tive date of one uniform system of accounts of the Penn¬ 
sylvania Commission, the one that I have here. 

Q. Was that the one which was in effect during the 
time that the entries in the K schedules were made ? A. I 
believe it was. 

Q. The earliest item I find in glancing quickly through 
the schedules appears on page 45. Item 26 appears [15067] 
to have been made in several years—1912, 1913, 1914; is 
that right? A. Those particular ones, ’12, ’13, and ’14, 
are the only ones that I know there. 
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Q. The only one I found which was earlier than 1923. 
A. That is correct. 

Q. That one was made before the 1919 system of ac- 
this particular one, I believe it is proper accounting to in¬ 
counts was in effect, obviously? A. That is right. As to 
elude it in capital, even though the system of accounts was 
not in effect at the time. 

• • • 

Q. Do you consider that electric plant accounts instruc¬ 
tion 2-B does not apply where there was not in effect a “uni¬ 
form system of accounts’’ in the sense in which you have 
referred to the Pennsylvania system of accounts? A. 
No, I think that that is one, only one of the bases for making 
the corrections shown in the K schedules. I believe it does 
not violate accounting principles to make that correction, in 
any event. 

Q. All right. That is because, as I take it, you say 
properties are in the physical inventory, and there is no 
cost associated with that property; is that right ? [15068] 

A. We were asked to determine original cost and we had 
the property. 

Q. You were asked to determine original cost within 
the confines of the instructions of the uniform system of 
accounts; is that right? A. Yes. 

Q. I am trying to find out from you whether you con¬ 
strue the phrase “uniform system of accounts” as meaning 
a system of accounts prescribed by some regulatory com¬ 
mission. A. That is what I took it to mean, yes. 

Q. In other words, you did not take it to mean in ac¬ 
cordance with the accounting practices being followed by 
the utility? A. No, I don’t think you would normally 
speak of that as a uniform system of accounts. 

Q. At least, you did not think that is the sense in which 
it was used? A. That is right. Something uniform has 
to be used by more than one person or more than one com¬ 
pany to be uniform. 
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Q. Then, did you understand it to mean accepted prac¬ 
tice among utilities, even though such practice was not pur¬ 
suant to a system of accounts prescribed by regulatory 
bodies? A. No. I took this to be a prescribed system 
of [15069] accounts by some authority. 

Q. I see. Now, we have here only one item, you say, 
in which entries were made when there was no system of 
accounts. A. That is right. 

Q. What is that Item No. 26? A. As I understand 
it, it is construction plant buildings which remained over 
after the initial construction at Holtwood. 

Q. You mean after construction ceased, these buildings 
remained in existence and were used for operating pur¬ 
poses; is that right? A. I don’t believe they were used 
for operating purposes. I think that is the reason they 
were charged off in 1916. They were not usable. 

Q. Can you describe these buildings? Were they shacks 
or something? A. No, I cannot. This is the residue of 
the construction plant buildings account which had not been 
charged off, so that you could not identify from the records 
the exact buildings. 

Q. You are unable to determine what buildings are in¬ 
volved; is that it? A. That is correct. 

Q. If I get the picture, you are saying that these 
[15070] construction plant buildings were charged ofF be¬ 
cause they were not used after construction ceased? A. 
That is my understanding, yes. 

Q. And you have found no information indicating their 
use; is that right? A. I am informed by Mr. Wetzel, who 
is familiar with the details of the K schedules, as I previ¬ 
ously testified, that the buildings were used from time to 
time for construction activities, but for the most part re¬ 
mained idle. 

• • • 

[15072] Q. I understand that with respect to the other 
items in the K schedules the entries were made during the 
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time that the Pennsylvania system of accounts was in ex¬ 
istence; is that right? A. I believe that is correct. 

Q. Did you determine that the Pennsylvania Water 
and Power Company was following that 1919 system of ac¬ 
counts during the time these entries were made? 

• • • 

[15073] The Witness: I believe the company considered 
itself subject to the system of accounts. The system of ac¬ 
counts had been issued effective January 1,1919. The com¬ 
pany was subject to the jurisdiction of the Pennsylvania 
Commission so far as I know. 

• • • 

Q. And at least you proceeded on the theory that they 
followed that system of accounts? A. That is one of the 
things that I considered, as I said before. 

• • • 

[15074] Q. I am not sure I follow you on that. Let me see 
if I can state my understanding. You have determined 
that the uniform system of accounts that the company was 
following during the time it made these Schedule K entries 
was the system of accounts effective January 1, 1919, pre¬ 
scribed by the Pennsylvania Commission; is that right? 
A. That is one of the things. 

[15075] Q. Did you determine that the entries as made, 
either to the depreciation reserve or to operating expenses, 
by the Pennsylvania Water and Power Company were not 
permitted by that system of accounts prescribed by the 
Pennsylvania Commission which became effective January 
1, 1919? A. From the Pennsylvania system of accounts 
and general accounting principles it appeared to me that the 
items in the “K” Schedules have been properly charged to 
Plant Account. 

Q. That is not my question. I want you to confine your¬ 
self to the system of accounts prescribed by the Pennsyl¬ 
vania Commission. Let’s leave out of our consideration 
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for the moment the general accounting principles you have 
referred to. 

So confining yourself, did you determine that the en¬ 
tries made either to the depreciation reserve or operating 
expenses were erroneous under the provisions of the Penn¬ 
sylvania System of Accounts? 

• • • 

[15076] A. As to my portion of the determination, that is 
what the system of accounts of the Pennsylvania Commis¬ 
sion indicated to me. 

Q. All right. Now, then, what provision in that sys¬ 
tem of accounts indicated to you that Item Number 1 was 
erroneously charged to the reserve for depreciation which 
appears on page 35 of Exhibit 320? A. Page 43 of the 
Uniform Classification of Accounts for Electric Companies 
prescribed by the Public Service Commission of the Com¬ 
monwealth of Pennsylvania, effective January 1, 1919, con¬ 
tains this language at page 43 under the heading of “Fixed 
capital accounts installed since December 31, 1918—Defini¬ 
tions and Instructions/ ’ 

Under the subdivision of fixed capital there is the fol¬ 
lowing language: “Betterments are physical changes in 
[15077] structures or equipment, the object of which is to 
make fhe structures or equipment affected more useful or 
of greater capacity than they were at the time of their 
original installation or acquisition. The utility shall charge 
as a betterment to the appropriate subaccount of ‘101— 
Fixed Capital Installed Since December 31, 1918 ’ account 
that portion of the cost of such changes as will, when added 
to the original cost of structures or equipment bettered, give 
the cost of the structures or equipment in their bettered 
condition / 9 

Q. Now, then, you concluded that that provision made 
the charge to the reserve for depreciation of Item Number 
1 on page 35 of Exhibit 320 an accounting error? A. 
That was one of the things. Of course, there was also the 
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present FPC system of accounts, and the fact that we were 
required to determine original cost at a subsequent date. 

Q. I am dealing with the provisions of Electric Plant 
Accounts Instruction 2-B right now. 

Did you understand that the management had the dis¬ 
cretion of determining what represented a betterment? 
A. I don’t understand what you mean by “discretion.” 

Q. Wasn’t it up to management to decide whether it 
was a betterment or not? A. It was up to whoever was 
going to indicate the proper charge to the account. 

[15078] Q. The company was to decide whether it repre¬ 
sented a betterment. Right? A. That is right. Some¬ 
one in the company. 

Q. At the time this entry was made was it determined 
that it was a betterment ? A. Apparently not, or it would 
have been so charged. Apparently no such determination 
was made at that time. What actually happened at the 
time of the entry I don’t know. I wasn’t there. 

Q. This summary of betterments as you have classi¬ 
fied them represents a present determination that they were 
betterments? Isn’t that so? A. A determination in 
1938-39 as required by the Federal Power Commission. 

Q. Now, then, do I understand from your last state¬ 
ment that it has been determined that these items were bet¬ 
terments within the meaning of the Federal Power Commis¬ 
sion System of Accounts which became effective January 1, 
1937? Is that it? A. That is another one of the things 
we considered. 

Q. Well, was that the basis for determining that they 
were betterments, the standards set up in the Federal Power 
Commission’s System of Accounts which became effective 
January 1,1937? A. There was no one thing, Mr. Gold¬ 
berg. I think I previously said we considered all of these 
things. I did [15079] for my part, and then Mr. Gunn and 
counsel made the final decision to include the items. As far 
as my part in it is concerned, they appeared to be better¬ 
ments to me in accordance with all of these various meas- 
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ures we had to make, which were the Pennsylvania System 
of Accounts, the Federal Power System of Accounts, and 
accounting principles as I understood them. 

Q. Did you determine that it was a betterment under 
the Pennsylvania System of Accounts as it existed in 1923? 
A. It appeared to me that these items were betterments 
under the Pennsylvania System of Accounts, the Federal 
Power System of Accounts and Accounting Principles as 
I understand them. 

Q. Did you determine whether the management or the 
company at the time the entries were made considered 
them betterments? A. No, I made no determination as 
to what took place at the time the entry was made. 

Q. And that applies, does it not, to Items 2 and 3 ap¬ 
pearing on page 34 of Schedule “K”? A. Yes, I think 
that applies to Items 2 and 3. 

Q. Is it your testimony that under the Pennsylvania 
System of Accounts, which was effective January 1919 that 
an expenditure determined by the management at that time 
as representing a betterment could be accounted for only 
by a charge to subaccount “101—Fixed Capital Installed 
Since [15080] December 31, 1918”? 

• • • 

The Witness: I believe that an item which was a bet¬ 
terment under the Pennsylvania System of Accounts should 
be charged, or should have been charged, to Utility Plant. 

By Mr. Goldberg: 

Q. Otherwise it was in error? A. That is right. 

Q. From 1923 to 1935, did Pennsylvania Water and 
Power Company have its balance sheets and income state¬ 
ments certified by public accountants? A. Yes, I am 
sure they had. 

Q. Do you recall whether at any time they took excep¬ 
tion to the accounting as not being in accordance with the 
principles of accounting which the company had to follow? 
A. No, I don’t recall they ever took exception, but on the 
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other hand I don’t recall that their analysis of the com¬ 
pany’s accounts went that far into the plant accounting. 

• • • 

[15087] Q. Isn’t this the fact: That whether it is a better¬ 
ment or a replacement under those definitions as they ap¬ 
pear in the Pennsylvania System of Accounts, and which 
are now in the record, it is a matter of judgment which may 
vary with the individuals making the determination? A. 
I would say that is so. 

Q. In other words, there is no clear line of demarca¬ 
tion as to what is a replacement and what is a betterment? 
Right? A. I believe it would depend in part on judg¬ 
ment, yes. 

Q. And two people acting in entirely good faith could 
reach different conclusions on the same facts as to whether 
it was a betterment or a replacement. Right? A. I be¬ 
lieve that would be possible. 

• • • 

[15088] Q. Did you determine whether these items that 
you have referred to as betterments, additions or replace¬ 
ments had been individualized on the books of the com¬ 
pany? A. Based upon the information I had from Mr. 
Wetzel, it was my opinion, along with the others, that these 
items were properly betterments, replacements or addi¬ 
tions in accordance with the System of Accounts. 

Q. Does System of Accounts mean Pennsylvania? 
A. Pennsylvania, FPC System of Accounts, and also my 
general accounting knowledge. Everything was considered. 

• • • 

[15089] Q. Isn’t it a fact that in connection with a reading 
of the accounting for betterments and replacements, as 
[15090] reflected on page 43 of the Pennsylvania System 
of Accounts, you must consider the paragraph appearing 
on page 37 of the System of Accounts which I read into the 
record? 
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The Witness: I think it is necessary to consider the 
entire system of accounts in connection with any particular 
section. 

By Mb. Goldberg: 

Q. Because, while page 43 may appear to provide no 
discretion in the management with respect to the account¬ 
ing, the provision on page 37 may provide that discretion 
if there is no satisfactory individualization of the struc¬ 
tures and equipment. Isn’t that so? 

• • • 

The Witness: I think you have to consider both in 
conjunction with the entire system of accounts, but I would 
like to point this out as long as we are talking about that 
in this connection. It states, on page 43 of the Pennsyl¬ 
vania System of Accounts, “The Utility shall charge as a 
betterment. ’ ’ 

That indicates to me that it should be done. 

[15091] By Mr. Goldberg: 

Q. Yes. A. It should be so charged as a betterment. 

Q. When it is a betterment? A. That is right. 

Q. Yes. A. And based upon the data obtained from 
Mr. Wetzel in my opinion these are betterments. There¬ 
fore I think they are proper. 

• • • 

[15094] Q. Why did you include pages 51, 52 and 53 in 
Exhibit 320? A. As additional explanatory material of 
the item of $1400 for the Holtwood Church. 

Q. Did you decide to include them or did Mr. Gunn 
ask you to include these in the same way he asked you to 
include page 18? A. No, I decided to include those as 
being explanatory. In Mr. Gunn’s testimony I believe he 
refers to the letter shown as page 51 at transcript 8332, and 
that letter was followed by the letter which appears as 
page 52. 

Page 53, I obtained from a book entitled “The Con¬ 
stitution of the Presbyterian Church in the U. S. A.,” and 
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it appeared to me that that was the section which must 
have been the basis for the church not accepting the offer 
of the company. 

Q. When was that constitution adopted? A. Well, 
I was unable to determine the exact date because it was 
for the period from 1805 to 1939, and the only copy I had 
available was a 1939 copy. 

Q. Do you know whether the company’s contribution 
was used for the building or for the furnishings in the 
building? A. I don’t know exactly, but I believe it was 
used for the building, because that was the first thing which 
had [15095] to be gotten. You had to have a building be¬ 
fore you could put the furnishings in. I don’t think the 
furnishings cost as much as $1400 originally. 

Q. The $1400, however, had nothing to do with the 
land; is that right ? A. That is right. That had nothing 
to do with the land. The land always has been owned by 
the company and the church building is located on the land 
which is owned by the company. 

• • • 

[15101] Mr. King: • • # I also would like to state that 
transcript page 14,577 shows Your Honor stating as 
follows: 

“As I understand it, Respondents’ counsel is not 
withholding any witness who is necessary to substan¬ 
tiate any fact appearing in Exhibit 320 for identifica¬ 
tion. Isn’t that correct? 

“Mr. King: That is correct, Mr. Examiner.” 

In view of that statement I would like to have the 
record show that Mr. Wetzel has been in the hearing 
room all during the cross-examination of Mr. Eichhorn 
and that w*e tender Mr. Wetzel and Mr. Bortner, whom 
we can make available [15102] in a very short while, 
for cross-examination if Mr. Goldberg so desires. 
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[15107] CARL WILLIAM WATCHORN 

was called as a witness on behalf of Pennsylvania Water 
and Power Company, and, having been first duly sworn, 
was examined and testified as follows: 

Direct Examination. 

By Mr. Sparks : 

Q. Please state your full name, Mr. Watchom. A. 
Carl William Watchorn. 

Q. By whom are you employed? A. The Pennsyl¬ 
vania Water and Power Company. 

Q. Will you state your educational qualifications, mem¬ 
bership in technical and scientific societies, and technical 
experience prior to your employment with the Pennsylvania 
Water and Power Company? 

• • # 

[15113] The Witness: I was graduated from the Wor¬ 
cester Polytechnic Institute with the degree of Bachelor 
of Science in Electrical Engineering in 1923 and was 
granted the professional degree of Electrical Engineer in 
1936 by the same school. 

I am a member of the Honorary Engineering and Sci¬ 
entific Societies of Tan Beta Pi and Sigma Xi, respectively, 
an Associate Member of the American Institute of Elec¬ 
trical Engineers, a member of a sub-committee of the Hy¬ 
draulic Power Committee of the Edison Electric Institute 
for the purpose of collecting forced outage data of hydro¬ 
electric units, and a Registered Professional Engineer in 
the State of Maryland. 

I was employed in the Test Department of the General 
Electric Company, on electrical machinery and equipment 
tests, for about 15 months in 1921 and 1922; and in the 
Test Department of the then The New York Edison Com¬ 
pany, now the Consolidated Edison Company of New York, 
Inc., for about 10 months in 1923 and 1924. I accepted 
employment with the Pennsylvania Water & Power Com- 
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pany in 1924 and have been continuously employed with 
that company to date. 

By Mr. Sparks : 

Q. What has been the nature of your employment with 
the Pennsylvania Water & Power Company? A. I was 
employed in the Company’s test department [15114] for 
about 2 to 3 years and then as a special assistant to the 
Superintendent of the Company’s steam plant at Holtwood 
for about a year. During this period I was also assigned 
to special studies of various kinds in the Company’s Balti¬ 
more Office for various lengths of time. In 1928 I was 
assigned to the Company’s Baltimore Office as an assistant 
to the Efficiency Engineer and Assistant General Superin¬ 
tendent, the latter of whom was later promoted to General 
Superintendent. 

Q. Was the Assistant General Superintendent and 
later General Superintendent, to whom you referred in 
your last answer, Mr. R. L. Thomas, now Vice-President of 
the Consolidated Gas Electric Light and Power Company 
of Baltimore? A. Yes. 

Q. The same Mr. Thomas who has already testified in 
this case? A. Yes. 

Q. How long did you hold the position of assistant 
to Mr. Thomas? A. Until 1938. 

Q. What were your duties during that period from 
1928 to 1938? A. My duties during that period were 
quite varied from time to time, depending in large measure 
on what problems of the Company commanded particular 
attention. A great deal of my time was devoted to load 
and capacity studies. 

[15115] Q. What position do you now hold with the Com¬ 
pany? A. My present position is that of Efficiency En¬ 
gineer. 

Q. How long have you held that position? A. Since 
1938. 

Q. Are your duties confined to the operations of Penn 
Water? A. No. 


Carl William Watchorn, Direct 


1743 


Q. To what other company or companies do your 
duties extend? A. The Safe Harbor Water Power Cor¬ 
poration. 

Q. Are your duties with respect to Safe Harbor any 
different from those with respect to Penn Water, at least 
to the extent that the operations of these two companies 
are similar? A. No. 

Q. What are these duties of your present position? 
A. Again, they are varied, but primarily they are the gen¬ 
eral supervision of the efficiency of operation of the power 
generating facilities at the plants of the companies in con¬ 
junction with the maximum overall economical utilization 
of such power generation and facilities on the intercon¬ 
nected systems insofar as Penn Water and Safe Harbor 
are concerned. 

Q. Do your present duties still include the making of 
load and capacity studies? [15116] A. Yes, they do. 

Q. Have you ever presented any technical papers? 
A. Yes, several. 

Q. Have any of these papers ever been published? 
A. Yes, one, I believe, to which I was co-author with Mr. 
H. A. Von Eiff. 

• • • 

[15118] Q. Do the Holtwood and Safe Harbor hydro plants 
have sufficient storage for use over periods of longer than 
a few hours? A. Yes. 

Q. Would you say that these plants are run-of-river 
plants within the definition of Instruction 4 of Schedule 2, 
F. P. C. Form 12? A. Definitely not. The storage at 
the Holtwood plant, when considered by itself, is more than 
sufficient to operate the entire installed capacity in the peak 
of the interconnected system load with refill of the storage 
by the beginning of the following week, even with the most 
adverse low river flows. However, if we consider the Safe 
Harbor plant alone or the Holtwood and Safe Harbor 
plants combined, using the storage in the Safe Harbor pond 
alone, such storage is sufficient to limit or regulate the 
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system annual maximum required steam generation over 
periods of several weeks. 

• • • 

[15135] Q. It appears from your prior testimony that you 
have been working on various aspects of the application 
of the theory of probability to the problem of system 
generating capacity requirements for quite some years. 
When did you first start working on this general problem? 
A. I initiated the present line of investigation of this gen¬ 
eral problem in our company in the spring of 1936; that is 
eleven years ago now. 

Q. That was during the period that you reported to 
Mr. R. L. Thomas, was it not? A. Yes. 

Q. How long did you continue to report to Mr. Thomas 
after you started this work? A. Two more years, until 
the spring of 1938, when he accepted a position with Balti¬ 
more Company. 

Q. Was he interested in this work? A. Yes. He 
was also very encouraging and in addition made available 
extra help to carry on the necessary investigations. 

Q. Do you know if he ever used any of the results of 
[15136] your work? A. Yes. 

Q. Had you been able as of that time to develop your 
method of making these studies to the comprehensive de¬ 
gree that you can make such studies as of the present time ? 
A. No. 

Q. Please explain. A. This line of investigation was 
in a formative stage up to about three years ago, although 
we were able to obtain fairly good results during that 
period. Our thoughts as to this matter did not really be¬ 
come crystallized until about three years ago. Our later 
work has largely been the development of specific details 
of application of the general method. We can now reason¬ 
ably take into account all the pertinent factors in a prac¬ 
ticable and expeditious manner. 

Q. Did you have any responsibility in connection with 
the determination of the figures for dependable hydro 





Carl William Watchorn, Direct 


1745 


capacity appearing in the F. P. C. Form 12 Reports for 
the years 1944 and 1945 as filed by Penn Water on behalf 
of the Holtwood-Safe Harbor system? A. Yes. 

Q. Were the determinations of such figures for de¬ 
pendable hydro capacity in those reports based upon your 
studies that you have outlined up to this point? [15137] 
A. Only with respect to the figures in the 1945 report. 

Q. Do I understand that the figures in the 1944 report 
were not based upon such studies? A. No, they were 
not. 

Q. Why were they not? A. Because the method of 
making such studies had not been sufficiently developed 
until about the middle or latter part of 1945. 

Q. Have you examined the figures shown by Mr. Davis 
in his Exhibit 64 for dependable hydro capacity of the com¬ 
bined Holtwood-Safe Harbor hydroelectric developments 
and his allocation of such dependable capacities as between 
the two developments? A. Yes, I have. 

Q. Do you agree with his conclusions with respect to 
the dependable hydro capacity of the combined Holtwood- 
Safe Harbor hydroelectric developments and his allocations 
of such capacity between these two developments? A. 
No, I do not. 

Q. Have you examined the figures given by Mr. Thomas 
in his testimony on dependable hydro capacity of the com¬ 
bined Holtwood-Safe Harbor hydroelectric development? 
A. Yes, I have. 

Q. Do you agree with his conclusions with respect to 
the dependable hydro capacity of the combined Holtwood- 
Safe [15138] Harbor hydroelectric developments? A. 
No, I do not. 

Q. Will you now describe as briefly as possible the 
general method that you have developed for making such 
studies of the generating capacity requirements on any 
electric generating system and for the purpose of deter¬ 
mining the dependable hydro capacity figures found in 
Schedule 16 of the 1945 F. P. C. Form 12 Report? A. I 
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used two basic propositions or principles of the theory of 
probability, (1) that the probability that two or more inde¬ 
pendent events will happen or exist as of the same time 
is the product of the probabilities that each of the separate 
events will happen or exist as of that time and (2) that 
when an event can happen or exist in more than one way, 
the probability that it will happen or exist is the sum of 
the separate probabilities of its happening or existing in 
each of these separate ways. These two simple proposi¬ 
tions are all that we need to know, by way of basic prin¬ 
ciples, relating to the theory of probability in order to 
develop our process of statistically analyzing the capacity 
situation on any electric generating system. 

• • • 

[15149] Q. Are there any other reasons why steam or hydro 
units or capacity may be unavailable other than as a result 
of forced outage? A. Yes. 

Q. Will you please explain? A. There are further 
reductions in the load carrying [15150] capability of steam 
capacity because of changes in condenser circulating water 
temperature for the various seasons of the year and re¬ 
ductions imposed by limitations of tie cables. There are 
reductions in the load carrying capability of hydro capacity 
because of variations in river flow and available head, and 
then of both hydro and steam capacity because of sched¬ 
uled maintenance. 

Q. Are these factors taken into account in your study 
in addition to the unavailability of steam capacity because 
of forced outages and routine maintenance previously de¬ 
scribed by you? A. Yes. 

• • • 

[15153] Q. How did you treat the Holtwood and Safe Har¬ 
bor storage in these studies? A. I conservatively as¬ 
sumed that no Holtwood storage would be used other than 
that required for normal operation of weekly refill. The 
Safe Harbor storage was also conservatively used to the 
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extent that the available physical capacity of the hydro 
plants, taking the scheduled maintenance into account, was 
not smaller than the required hydro capacity or the draw¬ 
down was limited to a minimum elevation of 215.0, with 
only partial refill by the beginning of the following week. 

Q. Did you mean that such use of the available Safe 
Harbor storage as you have just described is conservative 
as well as assuming no use of the Holtwood storage? A. 
Yes, I did. This can be shown to be a fact. 

• • • 

[15162] Q. Do these two curves shown on Exhibit 329 
enable you to make your determination of dependable 
hydro capacity? A. Yes, they do. 

Q. Will you tell us how you do this? A. A com¬ 
parison of these two curves shows that, for all practical 
purposes, over the whole range of 15-minute annual peak 
loads for which these curves are shown from 1,025,000 
kilowatts to 1,125,000 kilowatts, and also for [15163] the 
whole range of overall system reliability of failure to carry 
the load from the corresponding average rates of one day 
in 400 years, which is a somewhat greater degree of re¬ 
liability than is reasonable or desirable, to one day in 1.5 
years, which is a considerably smaller degree of reliability 
than is reasonable or desirable, the system hydro plants are 
equivalent to or replace, capacity-wise, 285,000 kilowatts of 
installed dependable steam capacity made up of five 57,000 
kilowatt units. 

• • • 

[15164] Q. Does your previous answer mean that the de¬ 
pendable capacity of the system hydro plants on the load 
of the interconnected system is 285,000 kilowatts? A. 
Yes, it does. 

Q. What, in your opinion, is a satisfactory and desir¬ 
able degree of overall system reliability of generating 
capacity? A. A chance of failure to carry the system 
load at the average rate of one day in 25 to 30 years as a 
mi nim u m to one day in about 100 years as a maximum. As 
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shown by Exhibit 329, this range of reliability permits a 
range of annual peak load of about 20,000 kilowatts to 
25,000 kilowatts with a corresponding range in the magni¬ 
tude of system reserve. 

Q. Does the load that you use in your determination of 
dependable hydro capacity have any effect on such deter¬ 
mination? A. Yes. 

Q. Will you please explain ? A. On the conservative 
basis that I used, low flow periods were the predominant 
factor in my determination of dependable hydro capacity. 
The result of this is that the [15165] shape of the system 
load, whether it is sharp, that is, whether it has a large 
excess of the weekly peak load over the weekly sustained 
load, or whether it is flat, that is, whether it has a small 
excess over the weekly sustained load, is an important fac¬ 
tor in the amount determined as dependable hydro capacity. 

Q. In what way do these load characteristics affect 
your determination of dependable hydro capacity? A. 
The sharper load shapes result in the determination of 
larger amounts for the dependable hydro capacity and the 
flatter load shapes result in the determination of smaller 
amounts. 

Q. Do these changes in load shape have a direct or a 
proportional effect on your determination of dependable 
hydro capacity? A. A proportional effect. 

Q. Have you made a determination of such propor¬ 
tional effect? A. Yes. 

Q. What result did you obtain? A. That the de¬ 
pendable hydro capacity is affected by about 55 per cent 
of the change in the excess of the annual one-hour peak 
load or of the annual 15-minute peak load over the maxi¬ 
mum weekly sustained load. 

• • • 

[15169] Q. I show you Exhibit 331 and ask you did you 
prepare it? A. Yes, I did. 

Q. What does this exhibit show? A. This exhibit 
shows the probable average rate at which various amounts 
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of drawdowns may be required, in accordance with our as¬ 
sumption, for one week to prevent failures to carry some 
part of the system load. It shows that drawdowns of 
various specific amounts are very infrequent and also shows 
that drawdowns required to provide load carrying capa¬ 
bility in excess of 20,000 kilowatts to 25,000 kilowatts are 
of very little concern from a practical [15170] point of 
view. In addition, I wish to call particular attention to the 
great infrequency of the larger amounts of drawdown, 
drawdowns of between 55,000 kilowatts and 59,000 kilo¬ 
watts occurring at the average rate of one week in 1670 
years and drawdowns of between 60,000 kilowatts and 
64,000 kilowatts occurring at the average rate of one week 
in 8,000 years. 

Q. What is the significance of these results? A. 
That the probability of failure to carry the load because of 
shortages of hydro energy available from the natural river 
flow is very small. 

• • • 

[15190] Q. Have you made a determination of the prob¬ 
ability of failure to carry the load because of a shortage 
of hydro energy from the natural river flow, such that the 
Safe Harbor storage would be insufficient to prevent such 
failures to carry the load when there is sufficient steam 
capacity installed on the system? A. Yes. 

Q. What result did you obtain? A. Such failures 
to carry the load because of a shortage of hydro energy 
coincident with such forced outages of steam capacity could 
be expected to occur at the average rate of one week in 
more than 120,000 years. 

Q. Have heavy weekly sustained loads ever occurred 
during the first week of December? A. Yes. 

[15190-A] Q. Did you also make a determination of the 
probability of failure to carry the load with respect to the 
first three weeks in December, in the same manner as you 
just described with respect to the second and third weeks 
of that month? A. Yes. 
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Q. What results did you determine for this situation? 
A. That such failures to carry the load could be expected 
to occur at the average rate of one week in more than 
95,000 years. 

Q. What conclusion do you draw from this analysis? 
A. That it is absurd to entertain any but the most remote 
apprehensions concerning failures to carry the load be¬ 
cause of the occurrence of such improbable events. 

• • • 

[15193] Q. Was there any material difference, in so far as 
[15194] your determination of dependable hydro capacity 
is concerned, between the load you used in your study and 
the load forecasted for future conditions, with Standard 
Time, as reported in the combined Penn Water or Holt- 
wood and Safe Harbor System F. P. C. Form 12 Report 
for 1944? A. No. 

Q. Was there any difference, in this same regard, be¬ 
tween this report and the 1944 F. P. C. Form 12 Pool Re¬ 
port filed by Baltimore Company for the combined Holt- 
wood, Safe Harbor, Baltimore, Bethlehem Steel and Wash¬ 
ington Systems? A. No. 

Q. Are these the Form 12 Reports referred to by Mr. 
Davis beginning at line 15 of page 1188 and ending at line 
3 of page 1190, with intervening questions, and also re¬ 
ferred to beginning at line 7 to line 25 of page 1206? A. 
Yes. 

Q. Do you agree generally with Instructions 5 and 
1 (b) to Schedules 2 and 16, respectively, of F. P. C. Form 
12, relating to dependable hydro capacity? A. Yes. 

Q. Have you evaluated all the factors enumerated 
therein in your study? A. Yes, in as thorough a manner 
as I believe it is possible to do so from a practical point 
of view. 

• • • 

[15220] Q. I refer you to the sentence beginning at line 
14 of page 1189, where Mr. Davis stated, “The excess 
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available by further use of Safe Harbor storage is com¬ 
puted at 57,000 kilowatts. This additional capacity is used 
only in case of emergency and obviously is of a different 
quality from capacity under a weekly recovery program,” 
and ask you do you agree with this statement f A. No, 
I do not. 

Q. Will you please explain? A. In the rare in¬ 
stances when Safe Harbor storage is required it serves 
the same purpose and use as dependable steam capacity 
in comparable cases of emergencies on all-steam systems, 
and, consequently, is nonetheless dependable hydro capacity 
replacing the full amount of dependable steam [15221] 
capacity that otherwise would perform the same service. 
And further, this additional capacity, which Mr. Davis says 
depends on drawdown, and more is actually available and 
used nearly all the time, thereby permitting steam capacity 
to be on standby for use in case of emergencies and in 
addition performs the useful functions of facilitating main¬ 
tenance of steam units, for which purpose, additional de¬ 
pendable steam capacity might otherwise be required to be 
installed. 

• • • 

[15222] Q. Did you make any provisions in the load you 
used in your detailed study of dependable hydro capacity 
for the change brought about by the discontinuance of the 
supply to Edison Light and Power Company of York and 
the beginning of the supply to Metropolitan Edison Com¬ 
pany? A. No, I did not, and I have not considered this 
change in any of my testimony thus far. 

Q. Did you take this factor into consideration in your 
final determination of dependable hydro capacity? A. 
Yes. 

[15223] Q. Will you please explain how you did th is? 
A. As of last year, we have some recent Metropolitan Edi¬ 
son Company load data, which I studied and concluded that, 
based on such data, the dependable hydro capacity would 
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be increased 10,000 kw. as a result of the inclusion of this 
load with that of our interconnected system. 

Q. What then was your final determination of the de¬ 
pendable hydro capacity for the year 1946? A. 295,000 
kw. 

Q. What was your actual experience in 1946 with re¬ 
spect to the effect of the supply to Metropolitan Edison 
Company? A. The actual experience was that the de¬ 
pendable hydro capacity would be increased about 20,000 
kw. as the result of such supply rather than the 10,000 kw. 
previously estimated. 

• • o 

[15224] Q. Did you use any coordination with the com¬ 
panies in Area 5 in your determination of dependable hydro 
capacity? A. Only with respect to the supply to Metro¬ 
politan Edison Company in the same manner as for our 
supply to Baltimore Company in connection with which 
we coordinate our hydro operations with the steam opera¬ 
tions of Baltimore and Washington Companies. 

Q. To how much capacity benefit did this amount? 
A. About 5,000 kw. 

Q. Is there any additional potential capacity benefit 
available from your using coordinated operation with the 
other companies in Area 5 in your determination of de¬ 
pendable hydro capacity? A. Yes. 

Q. Can you tell us how much more? A. I don’t know 
exactly. Our latter studies during the war showed an ad¬ 
ditional capacity benefit from coordinated operation with 
all the companies in Area 5 of 20,000 kw. available in Area 
6 from backfeed energy alone from Area 5. I do not know 
to what extent changes in load shapes in Area 5 since the 
war, may have changed this quantity. I would, however, 
expect that any changes would tend to increase such bene¬ 
fits, and at least not adversely affect them. If [15225] 
this is true, then there would be additional capacity benefits 
available from coordinated operation with the companies 
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in Area 5, other than Metropolitan Edison Company, of 
about 15,000 kw. 

Q. It is true then, is it not, that to the extent there 
are available such benefits, your determination of depend¬ 
able hydro capacity is that much more conservative than 
previously stated by you? A. Yes. 

Q. Are you able to state, in your opinion and to the 
best of your knowledge and belief, that your determination 
of dependable hydro capacity for “run-of-river” hydro 
plants is the most comprehensive and thorough that has 
ever been made? A. Yes, it is. 

Q. Beginning at page 1190 of the record, Mr. Davis 
testified that dependable capacities at the two hydroelec¬ 
tric plants, viz: at Holt wood and at Safe Harbor, bear the 
same ratio as their respective installed capacities. Is such 
a fact ? A. No, it is not. 

Q. Do you normally make separate determinations of 
the dependable hydro capacity of the Holtwood hydro plant 
of Penn Water? A. No. There has never been any oc¬ 
casion to do so. 

[15226] Q. Have you made such a determination? A. 
Yes. 

Q. What amount did you determine as the dependable 
capacity of the Holtwood hydro plant? A. 100,000 kw. 

Q. What is your basis for this determination? A. 
My intimate knowledge of the Holtwood and Safe Harbor 
hydro plants together with my experience as to these 
matters. 

Q. What factors did you consider in this determina¬ 
tion? A. There are two engineering approaches to this 
problem. The first is what might be called the “historical” 
approach, which would take into account the fact that Holt¬ 
wood antedates Safe Harbor by many years and that the 
dependable capacity of the Safe Harbor plant would be 
that amount which would be used to justify its installation 
as of the time such determinations were made. This ap¬ 
proach would result in a dependable hydro capacity for the 
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Holtwood hydro plant of slightly less than the full installed 
capacity and would he about 100,000 kw. The second is 
what might be called the “present situation” approach, on 
which basis the load carrying capability of each of the Holt- 
wood and Safe Harbor plants would be based on considera¬ 
tion of the energy available at each of the plants for vari¬ 
ous river [15227] flow conditions. This approach would 
also result in a dependable hydro capacity for the Holtwood 
hydro plant of about 100,000 kw. 

• • • 

[15235] Q. Is your determination of dependable hydro 
capacity a mathematical and scientific determination? A. 
Yes, it is, on a very conservative basis. 

• • • 


[15322] HERBERT B. DORAU. 

• • • 

Cross-Examination (Resumed). 

By Mr. Goldberg : 

• • • 

[15329] Q. Do you attach any significance to the fact that 
the depreciation reserve balance appears on the right side 
of the balance sheet? A. Yes, I think it is significantly 
indicative of the fact that it means to indicate or is taken 
to indicate that there was that much of a reservation of 
revenue against some future date when the liability to re¬ 
tire has matured. 

Q. I see. Now, showing you the Federal Power Com¬ 
mission’s system of accounts, and more specifically the 
set-up of the balance sheet which appears on pages 16 and 
17, is the reserve for depreciation shown as a liability? 
A. Yes, it is on the liability side of the balance sheet. 

Q. Isn’t the balance sheet on that side called “Liabili¬ 
ties and Other Credits”? A. Yes, that longer form is 
sometimes used. 
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Q. Now, do you take the section of the right side of the 
balance sheet which is entitled “Reserves’’ to fall within 
the phrase 4 ‘ other credits ’ 9 or the word 4 4 liabilities 9 9 ? A. 
I have never made the distinction. 

Q. You never made a distinction between liabilities and 
other credits when you thought about the reserve for de¬ 
preciation? A. No, I also treat them as liabilities. 

• • • 

[15340] Q. Well, do you, or do you not agree that they can 
be used to retire bonds? A. No, other assets may be em¬ 
ployed to retire bonds. 

Q. In other words, you are saying that the assets re¬ 
flecting the depreciation reserve balance are not available 
for general corporate purposes? A. Those assets to the 
amount of the depreciation reserve balance are retained in 
the business. 

[15341] Q. Does that mean that you are saying that the 
assets reflecting the depreciation reserve balance are not 
available for general corporate purposes? A. Those 
particular assets, if tagged and identified, would not be 
available for that purpose. 

That is not my position in this matter. That is your 
assumption. 

Q. Are you saying that if they had not been tagged, 
they may be used to retire bonds? A. No, the bonds 
would be presumably retired out of liquid assets available 
to the enterprise. 

Q. Let us assume that the assets reflecting the depre¬ 
ciation reserve balance are invested in an electro-alloys 
company. When so invested, are they devoted to the public 
service? This is an electric utility that uses the assets re¬ 
flecting the depreciation reserve balance ? A. Their pub¬ 
lic service consists of their being retained in the enterprise 
and available as a basis of credit to finance the replace¬ 
ment. Their particular investment as such is, of course, 
not a public utility investment, I presume. 
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Q. But you would say that the assets are to be consid¬ 
ered, though invested in the electro-alloys company as de¬ 
voted to the public service of the electric consumers? A. 
Assets to that amount are retained in the business to reflect 
the depreciation reserve balance. 

[15342] Q. Your answer is yes to my question? A. Yes. 

Q. Do I understand your testimony at 14,730 that elec¬ 
tric plant held for future use is to be included in the rate 
base? A. Yes, I understand that electric plant neces¬ 
sarily held for future use is properly in the rate base. It 
should be. 

Q. Now, you have tried to draw an analogy between the 
reserve assets, and working capital. Do you recall that? 
A. A very general comparison, yes. 

Q. However, you consider it a proper analogy, don’t 
you? A. Yes, I used it. 

Q. Is working capital provided to meet some future 
liability? A. Yes, that is a very short-term cycle of lia¬ 
bility to employ. 

Q. Where capital is provided to meet current expenses? 
A. For the cycles within the year, even? 

Q. Within the year or within the month? A. It 
might even be within the month. 

• • • 

[15347] Q. How about the statement that depreciation re¬ 
serve is an account contra to the plant account? A. It 
seems to me that is a bookkeeping observation. 

Q. Do you agree with it? A. I presume that is the 
way they state it but I do not know what it means. 

Q. Well, you testified on direct that it was not merely 
or simply a contra account. A. Well, all right. 

Q. Now, then, is it a contra account at all? A. It 
seems to me it might be contra to other assets. 

Q. What other assets? [15348] A. Other assets re¬ 
flecting the depreciation reserve balance. 

Q. Are you saying that the depreciation reserve balance 
may be a contra account to other assets? A. Yes. 
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Q. Such as? A. Cash, investments in bonds or se¬ 
curities. 

Q. In other words, you are saying you do not agree it is 
a contra account only to plant account? A. I do not see 
that it is necessarily that, no. 

Q. Now, is it a contra account at all? A. In the 
sense of being opposite liability, contra to assets, of course. 

• • • 

[15350] Q. I want to direct your attention to certain ques¬ 
tions and answers in the Safe Harbor record when you were 
on cross-examination in that case, referring to transcript 
page 4840, line 20, and I will read beginning at line 20 
through line 8 on page 4841 to simplify it. 

“Question: Now, is it your contention that the 
purpose of depreciation charges is to provide for re¬ 
placements of property? 

[15351] “Answer: I can’t follow that. 

“Question: Is it- 

“Answer: Therefore—since a retirement is not 
necessarily accompanied by a replacement the purpose 
ends with the final accumulation of an amount equal to 
the cost of the unit of property and the clearing of 
those accounts by charging the retirement to the re¬ 
serve. 

“Question: It has nothing to do with the replace¬ 
ment of property? 

“Answer: It does not necessarily have anything to 
do with it. But the fund generated may be employed 
as any other fund may be employed.” 

I have correctly read the transcript in the Safe Harbor 
case? A. Yes. 

Q. And you so testified, did you not? A. I did. 

Q. Do you still agree with those statements there made ? 
A. Yes, I think I agree with those statements. 

Q. May I refer you to transcript 4876 of the Safe Har¬ 
bor case, when you were on cross-examination. 
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This question was asked you at 4876: 

“Question: Now, these assets contributed by the 
ratepayers may be used to liquidate liability or retire 
[15352] bonds; isn’t that so?” 

And you answered, “Any assets which the company 
may have can be employed for any legal purpose.” 

That question and answer appear, do they not? A. 

Yes. 

Q. And you so testified in that proceeding? A. Yes. 

• • • 

[15354] Re-Direct Examination. 

By Mb. Hull: 

Q. Dr. Doran, a few moments ago your attention was 
directed to certain of your testimony in the Safe Harbor 
case relating to assets generated as a result of depreciation 
reserve charges, and their use “for any corporate pur¬ 
pose”. Did you intend by your answers in that case and 
in this case on the same subject to imply that assets gen¬ 
erated as a result of depreciation charges can be used to 
pay dividends to stockholders without the substitution of 
other assets of equivalent value in place of the assets used 
in paying the dividends? 

Mr. Goldberg : I object to the question as leading. 
It puts the answer in the witness’ mouth. 

Trial Examiner: The objection is overruled. 

The Witness: No, I construed or I assumed by virtue 
of the context of the discussion that any corporate purpose 
referred to an employment of those assets in the enterprise. 
I never assumed that they could be paid out in dividends. 
I had in mind any appropriate employment of those assets 
by the enterprise. 

[15355] By Mr. Hull: 

Q. Now, this morning or early this afternoon reference 
was made by Mr. Goldberg to the possibility of accounting 
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for depreciation reservation on the left-hand side of the 
balance sheet as a deduction from plant account. If that 
method of accounting were adopted, would that mean that 
the assets reflected by the depreciation reservation would 
not have to be retained in the business? A. Not at all. 

Q. So that the retention would be necessary no matter 
which side of the balance sheet the reservation was re¬ 
corded? A. Yes. 

Q. Now, I direct your attention to transcript pages 
14,992, beginning at line 15 and extending over to 14,994, 
line 16. 

Mr. Goldberg: Where was the beginning point, 
14,982? 

Mr. Hull: 992, line 15. 

Mr. Goldberg: Did you end with line 17? 

Mr. Hull: 16. 

Mr. Goldberg: Line 16 ends with a question and 
that is why I wondered whether you intended to go to 
line 17. 

Mr. Hull: Yes, line 17. 

The Witness: I have just glanced over that. 

By Mr. Hull : 

Q. You are now familiar with the subject that was be¬ 
ing [15356] talked about? A. Yes. 

Q. Now, prior to that portion of the transcript, and be¬ 
ginning at transcript page 14,968, line 21 you will recall 
that Mr. Goldberg asked you to assume that a transmission 
line were to be built at a cost of $500,000 which had a 40- 
year service life, and at transcript 14,990, line 22, he asked 
you to assume that the service life of that line had expired, 
that the line had been retired, and the company had $500,000 
of assets reflected by the depreciation reserve balance. 

Then at transcript page 14,993, line 23, he asked you 
this question: 
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“If replacement of the property is not to take 
place, is there any necessity in your opinion for the 
maintenance of the so-called fund?” 

And by the “fund” he referred to the $500,000 of assets 
generated by charges for depreciation. 

Mr. Goldberg: Just a minute. You have not fin¬ 
ished your question? 

Mr. Hull: No. 

Mr. Goldberg: I will wait until you finish. 

By Mr. Hull: 

Q. —and corresponding reservations of revenue. To 
this you replied that under such circumstances it would not 
be necessary to retain those assets in order to provide for 
[15357] the replacement of the property retired. 

Now, with that background, let us assume that under 
those circumstances, a regulatory body having jurisdiction 
had found that the $500,000 was not needed in the business 
to insure continuity of service, and assume also that the 
utility had no debts to pay off. 

What other use could the utility make of those assets 
of $500,000? 

Mr. Goldberg: May I have the question from the 
very beginning? 

Trial Examiner: Yes, read the question. 

(Record read.) 

The Witness: They could invest then in non-utility 
property, presumably, under the assumptions. 

By Mr. Hull : 

Q. Under those assumptions, the retention in the busi¬ 
ness would not be required, would it? A. Not for the 
purposes that we have assumed. 

Q. Would it be possible under those circumstances to 
reduce the capital stock and pay a liquidating dividend to 
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the stockholders? A. If the law and regulatory author¬ 
ity allowed it. 

Q. And assuming the regulatory body having jurisdic¬ 
tion found that these assets were not necessary in the busi¬ 
ness and might be paid or returned to the stockholders, then 
that [15358] could be done? A. Yes, that is my under¬ 
standing if the law permits it, it could be done. 

Q. Now, I want to refer you to transcript page 14,838. 
At transcript page 14,838, Mr. Goldberg had marked for 
identification Exhibit 322, a copy of which I hand you, and 
at transcript page 14,839 in the question, lines 13 to 16, he 
indicated that Exhibit 322 was based on actual investment, 
depreciation, and actual earnings for the years 1911 to 
1945. 

Then on the following page, transcript 14,840 at lines 
19 to 20, he intimated that you had made that kind of a 
study in the Safe Harbor case, that is, one based upon the 
actual earnings from the initiation of the project to the time 
of the hearing, and he called your attention to Table 4 par¬ 
ticularly of your Exhibit 53 in the Safe Harbor case. 

Now, I ask you whether or not in your Exhibit 53 you 
did in fact make use of the actual investment, actual depre¬ 
ciation and actual earnings for the years 1933 to 1944, which 
were the years involved in the Safe Harbor case? 

Mr. Goldberg: That is based on your interpreta¬ 
tion that I was relating my question to actual earnings 
and their use by the witness for that purpose. 

Mr. Hull: Yes. 

Mr. Goldberg: All right. 

The "Witness: Well, if I left that impression at 14,840, 
[15359] I was in error, because I did not apply the actual 
earnings of the past period in my analysis. 

I will direct your attention to line 21 of 14,840 which 
probably is not too clear, where I said, “Yes, I didn’t, you 
did”. 
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I thought that had clarified the matter, namely, that I 
had not done that but Mr. Goldberg’s tabulation helped on 
that. 

By Mb. Hull: 

Q. Do you recall, also, Doctor, that in that case, after 
Exhibit 53 had gone in Mr. Goldberg presented you with 
Exhibits 172 and 173, which were based on actual earnings, 
and then subsequently Respondents prepared Exhibits 191 
and 192 which were basically the same calculations that 
you have made in Exhibit 53, but which used a five and a 
half per cent rate of return instead of the 7 per cent used 
in Exhibit 53? A. I have a general recollection of that 
fact. 

Mr. Goldberg : May I have that question, please ? 

There were a lot of exhibits in there. 

Trial Examiner: Yes. 

(Question read.) 

By Mr. Hull : 

Q. Now, am I correct in this that you did not in any 
of your exhibits in the Safe Harbor case base your cal¬ 
culations partly upon actual earnings and partly upon as¬ 
sumed or theoretical earnings? A. I think that is cor¬ 
rect. To the best of my [15360] recollection I was consis¬ 
tent both in the preparation of the exhibits in the Safe 
Harbor case and in this case. 

Q. Now, I would like to direct your attention to your 
testimony on April 22, which covers a number of pages. I 
believe it begins about transcript 14,781 and Mr. Goldberg 
asked you to assume that Pennsylvania Water and Power 
Co. had on January 1, 1946 bought its plant with an origi¬ 
nal cost of $33,540,738 in the electric plant account; that 
the purchase had been made at that figure less the depre¬ 
ciation reserve and that it was entirely financed by capital 


Herbert B. Dorau, Re-Direct 


1763 


stock, the capital stock being $23,545,830 and the deprecia¬ 
tion reserve being $9,994,908 so that both sides on the bal¬ 
ance sheet showed a total of $33,540,738. 

Now, am I correct that if those assumptions are made 
by the purchase of the property at the depreciated original 
cost of $23,545,830, the purchasing company assumed the 
liability represented by the depreciation reserve balance? 
A. Yes, I so assumed. 

Q. And assuming that purchase to be made, and the 
company to proceed with its operations, as the liability 
represented by the $9,994,908 was realized from time to 
time, how would it have to be met? A. From other as¬ 
sets of the enterprise. 

Q. And whose responsibility would it be to raise any 
additional capital? [15361]A. Management acting for 

the ownership of the enterprise. 

Q. Now, I direct your attention to that portion of your 
testimony on April 23, in the afternoon, which begins, I 
believe, at transcript 14,900. 

Mb. Hull: Mr. Goldberg, do you have any objec¬ 
tion to letting the witness see the figures you had him 

write down? 

Mb. Goldberg: No. 

By Mb. Hull: 

Q. In that portion of the testimony, Doctor, you will 
recall he asked you to tabulate the results of the straight- 
line and 3 per cent sinking fund method as applied to Penn 
Water property, and he asked you to assume, subject to 
your check, a cumulative investment of $2,966,537,250; a de¬ 
preciation reserve of $1,055,792,807, the difference being 
$1,910,744,443. 

A return of 5 per cent on that would produce a cumula¬ 
tive return of $95,537,222. Depreciation expense cumu¬ 
lated would be $40,367,190. 
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The total of the return and depreciation expense, ac¬ 
cording to the straight-line method would be $135,904,412. 

Now, the calculations for the 3 per cent sinking fund 
would be the same cumulative investment, to-wit, 
$2,966,537,250. 

The return on that undepreciated rate base at 5 per cent 
he asked you to assume, subject to your check, to be 
$148,326,862 [15362] and the cumulative depreciation an¬ 
nuity would be $16,194,092. 

The total of the last two amounts, that is the return 
and the depreciation annuity would be $164,520,954. 

So, from that total of return and depreciation annuity 
he asked you to subtract the straight-line total of return 
and depreciation expense of $135,904,412, and derive a fig¬ 
ure of $28,616,542. 

Now, after presenting those figures to you, you called 
attention to the fact that the sinking fund calculation as 
made by Mr. Goldberg apparently did not take account of 
the three per cent credit. 

Leaving that objection aside, will you tell us what other 
element enters into it that accounts for an apparently larger 
charge for return and depreciation under the sinking fund 
method than under the straight-line method? A. I think 
the balance of the difference, after appropriate adjustment 
for the 3 per cent interest component was made, would be 
accounted for by the difference between 3 per cent and the 
rate of return which the investor had earned on the addi¬ 
tional assets reflected by the depreciation reserve balance 
and which under the deduction procedure is in effect, cred¬ 
ited to the consumer. 
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[15443] WILLIAM F. UHL. 

Direct Examination. 

• • • 

[15446] By Mr. King : 

Q. Mr. Uhl, you have previously been sworn as a wit¬ 
ness in this case. Is that correct? A. I have. 

Q. And you have previously testified in this proceed¬ 
ing as to your qualifications and experience in general. Is 
that correct? A. That is right. 

Q. What experience have you had in the valuations of 
water rights, riparian lands and developed waterpower for 
purposes of purchase or sale? 

• • • 

[15447] The Witness: I have been connected with the pur¬ 
chase or sale of a number of developed and undeveloped 

water power properties. 

In many of these transactions I fixed the price for 
which the property was purchased or sold. In other cases 
I advised either the purchaser or seller in arriving at the 
price at which the sale was made and in at least one case 
I acted for both parties. 

1. Clark’s Rip on the Androscoggin River about four 
miles above Lewiston, Maine. Assisted the purchaser, the 
Union Water Power Company, in the determination of the 
purchase [15448] price of the riparian lands suitable for the 
development of Clark’s Rips in 1909. Purchased from the 
International Paper Company. 

2. In 1924 the Clark’s Rips water rights were sold to 
the Central Maine Power Company and I assisted the seller, 
the Union Water Power Company, in arriving at an agree¬ 
ment with the U. S. Treasury, Internal Revenue Depart¬ 
ment, as to the value of the riparian lands as of 1913, for the 
purpose of fixing the taxable profit on the 1924 sale. 

3. Clarks Falls, Great Falls, and Woods Falls on the 
Lamoille River at and near Milton, Vermont. In 1926 I as- 


1766 


William F. Uhl, Direct 


sisted the purchaser, the Public Electric Light Company at 
St. Albans, Vermont, in the determination of the purchase 
price on these three undeveloped water power sites on the 
Lamoille River. 

4. In 1936 I placed a value on the developed water 
powers on the Merrimack River at Manchester, New Hamp¬ 
shire, for the purpose of sale by the Trustees of the 
Amoskeag Manufacturing Company to the New Hampshire 
Public Service Company. 

5. In 1931 I placed a value jointly for the Common¬ 
wealth of Massachusetts and the Dwight Manufacturing 
Company on the difference in value of the water rights 
owned by the latter at Chicopee, Massachusetts, before and 
after the diversion of water from two of the tributaries of 
the Chicopee [15449] River by the Commonwealth. 

6. In 1932 I placed a value on the developed water 
power of the Industrial Buildings Corporation on the Chico¬ 
pee River at Chicopee, Massachusetts (successor to the 
Dwight Manufacturing Company) for the purpose of sale 
to the Quinnetuk Company, a public utility. 

7. In 1920 I assisted the American Woolen Company 
in arriving at a selling price for its partially developed 
water power on the Oswego River at Fulton, New York, 
which that company sold to the Oswego Pulp and Paper 
Company. 

8. About 1922 I made a valuation for the City of 
Providence, Rhode Island, and assisted in the purchase of 
seven water power plants and privileges owned by the 
Scituate Light and Power Company and the Joslin Manu¬ 
facturing Company in connection with the development of 
the Scituate Reservoir on the Pawtuxet River for water 
supply purposes by the City of Providence. 

9. From about 1928 to 1941 I made valuations of di¬ 
version damages to water power properties located on the 
Ware, Swift, Chicopee and Connecticut rivers for the 
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Metropolitan District Water Supply Commission, in con¬ 
nection with the development of additional water supply 
for the Boston Metropolitan District. These valuations in¬ 
cluded ten properties on the Ware River, one property with 
four water power sites on the Swift River, twelve proper¬ 
ties on the [15450] Chicopee River, and one property on the 
Connecticut River. 

All but seven of these cases were settled by agreement 
with my assistance, and seven came to trial before the 
Massachusetts Superior Court. In five of these cases I 
testified regarding the value in dispute and in the other 
two cases I acted as an advisor to the assistant attorney- 
general of the Commonwealth. 

10. In 1932 I made a valuation of 37 water power prop¬ 
erties, 26 of which are located in New York, one in New 
Hampshire, and ten in Maine, and assisted the purchaser, 
the International Hydro-Electric Corporation, in the acqui¬ 
sition of these properties. Twenty-six of these properties 
were partially developed and eleven undeveloped. 

11. From 1936 to 1942, advised the TVA on value of 
riparian lands and water rights on the Hiwassee River in 
North Carolina and Tennessee. 

12. In 1936 I was a member of a Board of Engineers 
engaged by TVA to place a value on the Wilson Dam and 
appurtenant properties at Mussel Shoals, Alabama. 

13. In 1941 I assisted the American Woolen Company 
in arriving at a selling price for its water power rights 
on the Winooski River near Burlington, Vermont, which the 
company sold to the Green Mountain Power Corporation. 

14. In 1942 and again in 1945 I was engaged by Mr. 
Ben Lyons of Chicago to place a value on the dam site on 
[15451] the Grand River, Oklahoma, which was utilized by 
the Grand River Dam Authority in connection with its 
hydroelectric development. 
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15. In 1945 I assisted the Village of Morrisville, Ver¬ 
mont, in the purchase of water rights on the Green River 
in Vermont. 

Q. Have you made a determination of the fair market 
value as of March 1, 1905, of the lands and water rights 
required to carry out the Holtwood hydroelectric develop¬ 
ment of the McCall Ferry Power Company? A. Yes, I 
have. 

Q. Had any construction work been done on the Holt- 
wood power site on March 1,1905? A. No. 

Q. When was the McCall Ferry Power Company or¬ 
ganized ? A. The McCall Ferry Power Company was or¬ 
ganized in April, 1905. 

Q. WTiat was the situation with respect to financing 
the development of the Holtwood power site on March 1, 
1905? A. One Cary T. Hutchinson and Associates had 
acquired the land and water rights necessary for a hydro¬ 
electric development by 1905 and in February of that year 
he interested Bertron, Storrs & Griscom, bankers of New 
York, in the financing of his project. These bankers there¬ 
upon formed a syndicate to underwrite the finances re¬ 
quired. 

[15452] Q. When did actual construction of the Holtwood 
power development begin? A. Actual construction be¬ 
gan October 24, 1905. 

Q. How large a power development was contemplated ? 
A. A prospectus describing the proposed development 
at Holtwood was issued under date of March 1, 1905. 
Amongst other things it stated that: 

“It is proposed to make a first development for 

50,000 horsepower at this site; 75,000 and possibly 

100,000 horsepower can be developed economically.” 

Q. Was there a market for the power which was to be 
developed at Holtwood ? A. A growing market for power 
existed in such large centers as Baltimore and Philadelphia 
and negotiations for sale of large blocks of power to Balti¬ 
more interests were initiated as early as 1902. 
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Q. Were the power potentialities of the Susquehanna 
River generally recognized by March 1, 1905? A. Long 
before 1905 it was recognized that there were large power 
potentialities throughout the lower reaches of the Susque¬ 
hanna River, all apparently feasible of development, though 
not, equally feasible. At least five power sites had been 
selected and studied by different persons or companies. 

Q. How was the Holtwood power site made possible? 
[15453] A. In the case of the Holtwood power site, as in 
many others, a feasible power site was created by the con¬ 
solidation in one ownership of what were originally indi¬ 
vidual parcels separately owned, and on none of these 
parcels was there a complete feasible individual power site. 

Q. What procedure is followed in the valuation of 
water power rights? A. Water power rights are appur¬ 
tenances to and are of the nature of real estate and a simi¬ 
lar method of procedure is adopted in the valuation of water 
power rights as in the case of other real estate. The prin¬ 
cipal difference between the valuation of ordinary real 
estate and the valuation of water rights arises from the fact 
that the latter involves certain engineering factors which 
are not involved in the valuation of ordinary real estate. 

Q. How is fair market value of property defined? A. 
Fair market value is defined as the price which would be 
accepted by the owner if he was willing but not compelled 
to sell, and which would be offered by the purchaser if he 
was willing but not compelled to take the property, and 
both were intelligent and fully informed as to the property 
itself. 

Q. Wliat was the fair market value of the lands and 
water rights required for the Holtwood hydroelectric de¬ 
velopment as of March 1,1905? [15454] A. In my opin¬ 

ion the fair market value was $3,300,000. 

Q. What are some of the engineering factors involved 
in arriving at your conclusion as to the value of the Holt¬ 
wood lands and water rights as of March 1,1905? A. In 
arriving at my conclusion concerning the fair market value 
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of the lands and water rights required for the Holtwood 
hydroelectric development as of March 1, 1905, the follow¬ 
ing principal points were considered by me: 

1. Market for power output, its extent and distance 
from the site of the development. 

2. Competitive sources of power. 

3. Extent of engineering information available regard¬ 
ing the site of the project. 

4. Natural advantages and disadvantages of the site. 

5. Probable cost of construction. 

6. Pondage and storage possibilities. 

7. Stream flow characteristics. 

S. Time when the development may be carried out. 

9. Possibility of financing. 

10. Yearly cost of producing the estimated output. 

• • • 


[15456] CARL WILLIAM WATCHORN. 

• • * 

Cross-Examination. 

• • • 

[15464] By Mr. Goldberg: 

• • • 

[15473] Q. Now, when did you first use this all-steam sys¬ 
tem in connection with a determination of dependable hydro 
capacity? A. In the latter part, of 1945. 

Q. What is the latter part of 1945, what does that 
mean—December? A. No, beginning with just a day or 
two prior to the first of July or the latter part of June, 
1945. 

Q. That is when you began making studies of depend¬ 
able hydro capacity on the hypothetical all-steam system? 
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A. In the detail that I have testified in this case. Now, that 
concept didn’t arise as of that time. That had extended 
back for quite some years. 

• • • 


[15493] WILLIAM F. UHL. 

• • • 

Cross-Examination. 

By Mr. Goldberg: 

• • • 

[15495] Q. Now, in arriving at your fair market value, 
you considered power markets which were made over the 
period of time from 1896 to 1912, is not that right? A. 
That is correct, yes, sir. 

• * • 

Q. And beginning with No. 33 and running through 68, 
the power market reports which you considered in arriving 
at your conclusions are all dated subsequent to March 1, 
1905? A. Yes. 

Q. That would mean, would it not, that none of those 
reports would have been available at that date to any one 
reaching a conclusion as to the fair market value of the 
lands? Is not that so? 

i • i 

[15496] The Witness: Not those reports, no, no reports 
coming after that date, that is correct. 

By Mr. Goldberg: 

Q. Now, you were concerned, of course, in reaching 
your conclusion as to the fair market value of the land, 
with the prospect of earnings available from the proposed 
development. Right? A. Yes. 

Q. And you were concerned in arriving at an appro¬ 
priate capitalization rate of those prospective earnings as 
well, is that not right ? A. I do not know what you mean 
by capitalization rates. 
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Q. At what rate the earnings were to be capitalized 
in arriving at a fair market value? A. No, sir. 

Q. You were only concerned with the estimate in pros¬ 
pect of earnings as they were reflected in these reports we 
have referred to; is that right? [15497] A. Well, I was 
interested in that, and the fact that it was probable that 
earnings could be made which justified the investment in 
this water-power development. 

Q. And you gave effect to whatever estimates of earn¬ 
ings there were in these reports? A. No, I did not. 

Q. You mean you did not take into consideration the 
earnings available? A. Yes, the probable earnings avail¬ 
able. 

Q. Now, you were concerned, I take it, with the value 
or a determination of the value of the lands as water power 
lands? A. Yes, sir. 

• • • 


[15541] CARL WILLIAM WATCHORN. 

• • • 

Cross-Examination. 

By Mr. Goldberg: 

• • • 

[15561] Q. Why did they become so important with re¬ 
spect to the report for 1945, and had a minor place with 
respect to the preparation of the report for 1944? A. 
Because the determination of the dependable hydro capacity 
as made and reported in Schedule 16 for the 1945 report 
was made on a much more comprehensive and thorough 

basis than that made as reported in 1945. 

• • • 

The Witness: Consequently required consideration of 

the factors that I stated at lines 3 to 6 on page 15157. 

• • • 

[15562] Trial Examiner: Why more comprehensive? 
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The Witness: Because it was the first time to my 
knowledge that all these factors affecting overall system 
reliability and the determination of dependable hydro 
capacity were taken into account in the proper manner. 

By Mb. Goldberg: 

Q. Now, why were they suddenly in 1945 taken into 
account in the proper manner while they had not been 
taken into account in the proper manner in the years prior 
to that time? A. Because as I told you yesterday, Mr. 
Goldberg, I figured out about the end of June or beginning 
in July of 1945 how to do just that. 

[15563] Q. In 1945, about the end of June or the beginning 
of July, you had figured out a more satisfactory manner 
of determining dependable hydro capacity; is that it? A. 
A more correct manner. 

Q. Up to that time you had believed the reports that 
had been made to the Federal Power Commission had been 
correct, based upon the development of the art, as you put 
it yesterday, up to June or July, 1945? A. In so far as 
I knew that development. 

• • t 

[15577] Q. So that it is fair to state, is it not, that this 
more satisfactory method could have been developed even 
before June or July, 1945? A. Right. 

Q. You mean you could have developed it just about 
any time you had put yourself to it? A. No. 

Q. Well, how about in 1944? Could you have developed 
this more satisfactory method? A. The best answer I 
can give you there, Mr. Goldberg, is I did not. 

Q. But could have. I know you did not until 1945, in 
June or July for some reason, but what I am after now is 
could it have been developed in 1944? A. Well, in the 
same sense that the atomic bomb could have been developed 
in 1930, I guess; it just was not done. 
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Q. So that your answer is yes, it could have been done 
[15578] in 1944 f A. Had I known as much in 1944 as I 
knew in 1945. 

• • • 

[15580] Q. Let me see if I can break that answer down. 

In 1944 you had been working at that problem, apply¬ 
ing your mental processes to that problem steadily for how 
many years? A. Off and on, for about 8 years. 

Q. And in those 8 years your mental processes had 
been such, or had fallen short of enabling you to grasp 
the different concepts and evaluate them in a reasonably 
proper and conservative manner? A. I think it would be 
more proper to say to apply the concepts rather than 
* 4 grasp” them. I believe that was what I said in my 
answer. 

Q. I thought you said grasp. I had written “grasp” 
but all right. Apply. With that substitution for “grasp,” 
your answer is yes? A. Yes. 

Q. Now then, when you speak of different concepts, I 
wonder if you can name them for me, that your mental 
processes were attempting to apply. A. Well, the con¬ 
cepts were the concepts or basic principles relating to the 
theory of probability. 

Q. The what? A. The theory of probability. Namely, 
that the probability that two separate events will occur or 
exist as of the same time is the product of the probability 
that each will occur or exist separately, and the other one, 
the probability [15581] that an event will occur or exist 
which may occur or exist in one or more ways is the sum of 
the probabilities that it can occur in each of the separate 
ways in •which it can occur. 

Q. Now, those—have you finished? A. No. 

Q. I am sorry. A. Now, the other factor involved 
is the manner of applying those two principles of prob¬ 
ability to the problem as a w’hole. One of the important 
considerations in that problem is the method of allowing 
for the schedule reserve requirement—the scheduled main- 
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tenance requirement both as to the system steam capacity 
And the system hydro capacity. 

Another problem is the manner of applying these con¬ 
cepts to the system steam generating requirement as 
affected by variations in river flow. 

Another factor to be considered is the effect on the 
steam load carrying capability of the system as affected 
by seasonal temperature changes. I think those are the 
major factors involved, together with the variation in sys¬ 
tem load from day to day and week to week throughout 
the period of a year as we discussed this morning, I believe. 

Q. Now, then the two basic principles of the theory of 
probability are concepts that did not originate with you? 
A. No, definitely not. 

Q. They are concepts that have existed for a long 
time? [15582] A. Oh, definitely. 

Q. Your problem was how to take those concepts and 
use them in arriving at a satisfactory method of deter¬ 
mining dependable hydro capacity? A. That is right. 

• • • 

[15587] Q. As to the extent you worked on it for eight 
years as set forth in your testimony, it had eluded you 
until June or July, 1945? A. Yes. 

• • • 

[15590] Q. Now, do I understand also from your testimony 
that this theory of probability had never entered into the 
determinations of dependable hydro capacity until June or 
July, 1945? A. I think the fair answer there is yes, Mr. 
Goldberg. 

• • • 

[15606-A] Q. Mr. Watchorn, I show you Exhibits 347 and 
348 for identification and ask you if they are portions of 
your working papers? A. Yes, they are. 

Q. And they have on them data which you used in ar¬ 
riving at your dependable hydro capacity of 295,000 kw? 
A. Yes. 
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Q. Now, taking Exhibit 347, Table 5, will you tell us 
[15606-B] what data appearing on that exhibit was used 
by you in arriving at your results? A. It will be noted 
in the upper portion of that exhibit that there are two 
groups of columns, one labeled “A, Turbine Forced Out¬ 
age,” and the other one labeled “B, Boiler Emergency 
Outage.” 

There are four columns under each of these main 
headings. 

The data I used is the next to the last item in each of 
these columns labeled “Days Exposed in Period,” and the 
six items above that item labeled “Unit Days of Outage.” 

Q. So that there can be no doubt as to the data you 
have just referred to, under the group of columns that 
bear the letter “A” there is a subdivision “1941, 365 units 
Actual and Adjusted.” Do you see that? A. Yes, that 
is right. 

Q. Now, then, in the column “Actual” you used the 
1,127 as the outage days in period? A. I do not see 
that number, Mr. Goldberg. 

Q. 1,127 in the column “Actual” under 1941, 365 units? 
A. No, I did not use that number. 

Q. Did you use any of the figures in the two columns 
which are labeled “Actual” and “Adjusted” under the 
1941, 365 units designation? A. No. 

Q. How about the columns “Actual” and “Adjusted” 
in [15607] the “A” group under the collective heading 
1939, 1940 and 1941, 1,033 units? A. I used there the 
column headed “Adjusted.” 

Q. I see. And in the column headed “Adjusted” you 
used, did you, the 3,752 and the 297,787; is that right? 
A. Yes. 

Q. Now, under the “B” group—that is the boiler 
emergency outage data, did you use any of the data appear¬ 
ing in the columns under the collective heading “1941, 289 
Boilers?” A. No. 
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Q. Did you use any of the figures appearing under the 
collective column, “1940 and 1941 555 Boilers’’ in the B 
group? A. Yes. 

Q. Did you use the figures in the “Actual” or the 
“Adjusted” column? A. Adjusted. 

Q. And in that column, are the figures that you used, 
the 1,657 and the 167,635? A. Yes, sir. 

Q. Now, did you use any data in the “C” group, the 
boiler maintenance outage data? A. No. 

Q. So that the only data that you used in your study 
that appears on Exhibit 347 are the four figures we men¬ 
tioned? A. That is correct. 

[15608] Q. Now, let us turn to Exhibit 348, and tell us, 
please, which data you used in your study from that ex¬ 
hibit? A. On Exhibit 348, there are three groups of col¬ 
umns. The first group to which I have reference is headed 
“Turbine Forced Outage,” and the second group “Boiler 
Emergency Outage”. Under each of these two general 
headings there are four columns. 

The data I used are shown in the second column under 
each of these four column groups. 

Q. That is the adjusted column? A. “Under 1,000 
psi,” pounds per square inch, heading. The first item 
shown in each of these columns that I used is labeled “unit 
days of outage”, and the second item I used is the item 
headed “Days Exposed in Period”. 

Q. Now, then, that means that with respect to turbine 
forced outage, you used the figure 6,597 which appears in 
the adjusted column with respect to “Under 1,000 psi” and 
637,269. Is that right? A. Yes. 

Q. The first figure being the unit days of the outage 
and the second days exposed in period? A. Yes. 

Q. Now, then, that is the only data appearing on Ex¬ 
hibit 348 that you used with respect to turbine forced 
outage? A. That is correct. 

[15609] Q. Now, then, under boiler emergency outage, did 
you again use the figures appearing in the adjusted column 
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under the collective heading “Under 1,000 psi”? A. 
Yes. 

Q. I take it the first figure you used was 5,519, being 
the unit days of outage, and the other figure 446,249, being 
the days exposed in period? A. That is correct. 

Trial Examiner: What was that again? 

Mr. Goldberg: 446,249. 

By Mr. Goldberg : 

Q. And the data appearing under the third group head¬ 
ing “Boiler Maintenance Outage”, I take it you did not use 
at all? A. That is correct. 

Q. And it is through the use of these figures we have 
discussed that you determined the percentage relationships? 
A. Yes. 

Q. These data appearing on Exhibits 347 and 348 were 
collected by the Edison Electric Institute; is that correct? 
A. A committee of the Edison Electric Institute. 

Q. A committee of which you are a member? A. No. 

Q. Are these data that appear in Exhibits 347 and 348 
published data? [15610] A. Not in accordance with my 
understanding of what published means, but it is data that 
is pertinent and available to anyone who cares to obtain 
copies. 

Q. Can you obtain these data only by writing to the 
Edison Electric Institute? Is that it? Is it available in 
libraries? A. It may. I do not know. It depends on 
whether the particular library obtains pamphlets and so 
on, from the Edison Electric Institute or not. I do not 
know. 

Q. Has the Institute included these data in any publi¬ 
cations it has gotten out? A. I do not know what you 
mean by “publication”. 

Q. Pamphlets? A. Yes. 

Q. Things that it prints and disseminates to the public 
or to the members of the industry? A. Yes. 
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Q. You say these can be found in published pamphlets? 
A. Published being used in that sense. 

Q. What is the name of the publication in which these 
data appear? A. That is one of our difficulties as to 
what we mean by publication. It is the material presented 
relating to this subject. It isn’t any periodic publication in 
that sense at all. 

[15611] Trial Examiner: Where did you get them? 

The Witness: From this material that was presented 
or prepared by the Edison Electric Institute. 

Trial Examiner: In what form? 

The Witness: A group of, oh, I imagine, possibly 15 
or 20 pages about this size (indicating) stapled together. 

Trial Examiner : With a cover? 

The Witness : No, my recollection is with some of the 
copies we had had a letter of transmittal that was sent to 
members of the various committees of the Institute that 
were known to be interested in this subject. I obtained the 
copies I have because of my participation as a member of 
this subcommittee of the hydraulic power committee. 

Trial Examiner: These have never been formally 

published, is that the idea? 

The Witness: That is what I would say, yes,—not in 
the sense that I understand your use of the word “ Pub¬ 
lished”. 

By Mr. Goldberg : 

Q. When did you secure these data? Was it June or 
July of 1945? A. Exhibit 347 was obtained some time 
after 1941 and Exhibit 348 was obtained in the early part, 
I think, of 1946. 

Q. Then I take it you did not utilize these data in 
June or July of 1945? A. I used the data in Exhibit 347. 
That was explained in [15612] my direct testimony. 
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Q. But not the data in 348, because you did not have it? 
A. As of that time that is correct. The data shown on 
348 in my testimony was used in connection with Exhibits 
333, 334 and 345 only. 

Q. Now, you have stated that the data on Exhibits 347 
and 348 relate to steam equipment? A. That is correct. 

Q. What data did you use for hydro equipment? A. 
The data that the subcommittee, of which I am a member, 
collected. 

Q. When did they collect that data? A. I will have 
to check that to be sure. I think it was some time in 1932 
or 1933, possibly—I mean 1942 or 1943. 

Q. You say there was a subcommittee of the Edison 
Electric Institute? A. Well, the hydraulic power com¬ 
mittee of the Edison Electric Institute. 

Q. What is the name of the committee that collected 
the steam equipment data? A. There were two commit¬ 
tees, I believe, involved in that. One was the Prime-Movers 
Committee and the other the Electrical Equipment Commit¬ 
tee, I believe. 

Q. And at the time of the collection of the data, were 
you a member of either one of the committees? [15613] 
A. No. 

Q. Are you a member today of either one of the com¬ 
mittees? A. No. 

Q. Now, do you have with you the hydro forced outage 
data that you used? A. No, sir. 

Q. Where is it? A. In Baltimore. 

Q. Of how many sheets does it consist? A. I think 
there is one sheet that has the pertinent data. 

Q. Does that mean you do not have your working 
papers here with you? A. That is correct. 

Q. Is it a sheet like Exhibits 347 and 348? A. My 
recollection is that the data is shown as an insert down 
about two-thirds of a typewritten sheet of paper. 

Q. An insert where? A. On the page. 
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Q. Was this page an excerpt from a publication? A. 
No, it is material that myself and Mr. Loane of Penn Water 
and Safe Harbor, who are the two members comprising 
this subcommitteee, prepared. 

Q. Let me make sure that I understand that. It was 
[15614] the subcommittee of the hydraulic power committee 
of the Edison Electric Institute that collected the forced 
outage data on the hydro equipment? A. Yes. 

Q. And that committee consisted of yourself and Mr. 
Loane? A. Yes. The Hydraulic Power Committee 
asked us to do that for them. 

Q. And you think that data was collected in 1942 or 
1943? A. I think that is correct. 

Q. How many electric utilities did you circulate? A. 
I could not recall, but a great number of utilities over the 
whole United States and Canada. 

Q. Can you be more specific about this large number? 
Was it 50 or less than that? A. I never thought of it just 
that way, Mr. Goldberg. I would have to guess. I believe I 
can say that every operating utility that had hydroelectric 
units of 5,000 kw or greater capacity responded to this ques¬ 
tionnaire. There were comparatively few who did not. 

Q. How many responses did you get? A. I do not 
know. A great number. 

Q. Can you ascertain that? A. I could do it in the 
course of time, yes. 

[15615] Q. What does that mean? A. Well, a day or 
two after my cross-examination is finished, to give me an 
opportunity to make the necessary investigation. 

Q. Can you ascertain that information over the eve¬ 
ning? A. No, sir. 

Q. Was a questionnaire prepared to collect this data? 
A. Yes. 

Q. Was there a definite definition of forced outage in 
the questionnaire? A. Yes. 

Q. Do you have a copy of the questionnaire? A. No, 


sir. 
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Q. Can you secure one? A. In the course of time I 
can, yes, sir. 

Q. Do you have one in Baltimore? A. I am sure we 
do. 

Q. You do not think you can secure that overnight? 
A. No. 

Q. Do you recall the definition of forced outage that 
you had on that questionnaire? A. Substantially the 
same as I gave you. As a matter of fact, I did give you 
the definition when you asked about the definition regarding 
steam turbines and steam boilers. You asked about the 
definition relating to hydro units at that [15616] same time. 

The general scope of the definition with respect to all 

three matters embraced the same considerations. 

• • • 

[15617] Q. Now, did the Edison Electric Institute publish 
the compilation of the responses that you made? A. We 
prepared the material relating to that investigation—I 
mean Penn Water and Safe Harbor prepared all the ma¬ 
terial, and our material was forwarded to the Edison Elec¬ 
tric Institute headquarters and distributed in accordance 
with the request expressed for that data to be made avail¬ 
able. 

Q. In other words, when someone writes to the Edison 
Electric Institute for that data, that data is made available 
then? A. At that time. Copies may have all been dis¬ 
tributed long since, or they still may have some; I do not 
know. 

Q. How many years did the data cover? A. That 
varied. Some of the utilities reported for ten years and 
others for a smaller number of years. 

Q. And did your compilation reflect data for all of the 
years? A. All the years for which data was reported. 
Q. Now, can you give us, or have you already told me that 
you cannot give me the data you used for hydro outage? 
A. No, all I can give you is the ratio, the 49/100ths of 1 
per cent. I do not know- 
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Q. The figures that were involved? A. —the figures 
that were involved in that. 

[15618] Q. Now, do you recall whether any one has sub¬ 
mitted the data indicated who had not followed the defini¬ 
tion of forced outages contained in the questionnaire ? A. 
No, I am quite sure that every one did a very good job. 

Q. Were there any notes on the face of the responses 
indicating that the definition of forced outage had not been 
treated as set out in the questionnaire? A. No, I cannot 
be sure of this, but I think some of the companies to whom 
we sent inquiries may have requested us for further clarifi¬ 
cation of our intended meaning, but I could not be certain 
of that. I think that probably was so. 

Q. And then your further clarified the definition on 
receipt of their responses? A. We stated the same mat¬ 
ter in another way. 

Q. Now, you do not know with respect to this collection 
of the steam-outage data contained in Exhibits 347 and 348 
whether there were any notes appended or placed on the 
face of the responses indicating that the definition of forced 
outage had not been treated in the manner requested by the 
directors? A. No, I would not know that. I doubt very 
much if any reporting company had any idea they were 
reporting it in a manner in any way different from that in¬ 
tended. 

Q. Within the light of their interpretation, you mean? 
[15619] A. Yes, sir. 

Q. Now, then, you recall that you submitted—you said 
the other day—a questionnaire containing a figure with 
which you did not agree? A. Yes, sir. 

Q. You recall, do you not, that you have appended no 
reservation with respect to that figure? A. Eight. 

Q. Now, as far as you know, some of the data sub¬ 
mitted by companies which are included in Exhibits 347 and 
348 may have been submitted with reservations which were 
not expressed, in the same way you submitted data with 
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reservations not expressed, is not that right? A. That 
is a possibility; yes. 

Q. And that same possibility exists with respect to yonr 
hydro data? A. That is a possibility. 

• • • 

[15642] Q. Is the probability method of determining de¬ 
pendable hydro electrical capacity such as yon described 
in yonr direct testimony standard practice among electrical 
utilities for the purpose of determining dependable hydro 
electric capacity? [15643] A. I think the answer to that 
is no. I think I should qualify that answer because, as 
I have stated previously, to my knowledge, my determina¬ 
tion of dependable hydro electric capacity based on an ap¬ 
plication of the theory of probability is the first such de¬ 
termination, and as stated in my direct testimony, the in¬ 
dustry is very much interested and has requested papers 
to be presented on that subject. As a matter of fact, the 
purpose of gathering this data was because the industry 
or members of the industry had realized there were de¬ 
ficiencies in determining the reserve requirements on the 
various systems, and they felt that a better and more sci¬ 
entific basis could be designed and that was the purpose 
for gathering this probability data. 

Q. And now the industry is interested in testing 
whether you have improved on the deficiencies; is that it? 
A. Not me, no. With respect to steam capacity there are 
other engineers throughout the country who have made 
such studies at this time and this Symposium that the 
Power Generation Committee of the American Institute 
of Electrical Engineers is holding on the subject next fall 
or winter with the engineers from three or four other com¬ 
panies preparing papers on the general subject is for this 
purpose. However, my understanding with respect to all 
steam systems—Mr. Loane’s and my papers are to be, as 
I understand it, the only papers with respect to combined 
hydro and steam systems. 
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[15644] Q. And the purpose of this symposium is to test 
out the developments and see how sound they are? A. 
I do not think there is any doubt about the soundness. 

Q. Please answer my question. A. No. 

Q. What is the purpose of this symposium? A. To 
disseminate the knowledge and information of the engi¬ 
neers who have been leaders in the industry in these various 
fields. 

Q. And you are saying that the engineers undoubtedly 
are going to agree that your method is sound? A. No, 
I would be very doubtful, however, if they did not. 

t • i 

[15674] Q. Were the years 1942, 1943 and 1944 in terms 
of load shapes comparable to 1945 and 1946? A. No. 

Q. Were the years 1939, 1940 and 1941 comparable to 
1945 and 1946? 

• • • 

[15677] Q. Would you say that Mr. Spaulding’s associa¬ 
tion with the work you have been doing all along on de¬ 
termination of dependable hydro capacity has been of such 
nature as to permit him to express an opinion regarding 
the dependability of the principles and methods? A. 
Very definitely. I might also add that Mr. Walls comes in 
that category, too, probably outside of Mr. Loane and my¬ 
self, he is outstanding in these matters. 

Q. Mr. Walls, you mean? [15678] A. Definitely. 

Q. How about Mr. Spaulding? A. I do not think I 
could say that Mr. Spaulding’s familiarity as to details is 
as great as Mr. Walls’. 

Q. But with respect to the understanding of the prin¬ 
ciples and the methods involved and his ability to state 
their propriety, you would say he is on a par with Mr. 
Walls? A. Oh, I have no question whatsoever. 

• • • 

[15687] Q. Now, your basic data was in Exhibit 348? A. 
That is correct, as to probability characteristics. 
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Q. And the basic data of actual experience that yon 
had was in Exhibit 348 and covered a period of five years, 
right? A. For turbines I think it was, yes, five years 
and boilers four years. Wait a minute, six years for tur¬ 
bines and five years for boilers. 

[15688] Q. And you then, through this process you have 
been describing, sought to derive 100 years of experience? 
A. That is right. 

Q. And not having a hundred years of actual experi¬ 
ence, you went through this process you have described to 
establish a hundred years of experience? A. That is 
correct. 

• • • 

[15690] Q. And the experience for your analytical study, 
then, was based upon three years of experience for turbines, 
and two years for boilers, is that correct? [15691] A. 
Yes. 

• • • 

[15694] Q. Through this synthetic basis, you say that you 
have verified your conclusions, that dependable hydro 
capacity [15695] was 295,000 kw? A. It is at least that 
much. 

• • • 

[15730] Q. You have testified that the probability of 
[15731] unavailability of turbines is 1.26 per cent and boil¬ 
ers 99 per cent, based on the data you utilized, and you have 
also testified that subsequent data showed figures to be 1 
per cent for turbines and 1.24 per cent for boilers. 

Do you recall that testimony? A. That is correct. 

Q. Now, that is a change of about 25 per cent on each 
of them? A. That is right. 

Q. And you have testified that this change would re¬ 
sult in a very little change in your final result because there 
was an otfsetting effect; that is, one went up 25 per cent 
and one went down 25 per cent. Right? A. That is cor¬ 
rect. 
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Q. Are we to understand that in your opinion data 
based on 3 years of records which can change in two years 
as much as 25 per cent is reliable data for a highly the¬ 
oretical mathematical analysis? A. Again I can’t an¬ 
swer that question directly without qualifications. 

Q. You mean you would have to say “yes, but”? A. 
No, I couldn’t even say “yes.” 

Q. You mean you would have to say “no, but”? 

Go ahead. A. The data relating to the curve shown 
on the right, [15732] both curves shown on Exhibit 336, 
was computed sometime in August or September of 1945 
on the basis of the forced outage experience data shown 
on Exhibit 347. When the data shown on Exhibit 348 be¬ 
came available in the early part of 1946, January or Feb¬ 
ruary, I believe, it was originally my intention to recom¬ 
pute the curves shown, the data for the two curves shown 
on Exhibit 336. But, fortunately, the characteristic was 
apparent in those two sets of data that you have just men¬ 
tioned, Mr. Goldberg, which meant it would not be neces¬ 
sary to make a recomputation of the data for the curves 
on 336. 

Now, the fact is that each of the data just shifted by 
about a quarter of one per cent in the two-year period, and 
must be related to a five-year period in one case and a 
six-year period in another case, as it was the intention— 
I don’t know whether that intention has as yet been al¬ 
tered—for the Edison Electric Institute as of the present 
time to gather no further forced outage data with respect 
to turbines and boilers than that shown on Exhibit 348, the 
opinion apparently being that the statistical basis for these 
data is reasonably satisfactory and presents a reasonable 
sample of what could be expected even though a larger 
number of years may be accumulated. 

For example, any one particular year may show a 
very great divergence from the quantities of one per cent— 
what [15733] was it, turbines? 
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Q. Turbines, 1.26 to 1 per cent. A. One per cent 
for turbines and 1.24 per cent for boilers, but when you 
average the experience of one year with the accumulated 
experience with respect to turbines of six years or with 
respect to boilers of five years, the results for year-to-year 
changes are by increasingly insignificant amounts as the 
greater amount of data are collected. 

Q. You have no further assurance that additional 
records may not change the percentage by an equal amount 
for turbines and boilers in the same direction. 

Here you have been going in opposite directions, but 
you have no assurance in the future that the change won’t 
be in the same direction. A. I am quite confident, Mr. 
Goldberg, that these data related to these different years 
specified showed an increase and decrease from year to 
year. They may have over the period in which the data 
were taken showed a general trend downward or a general 
trend upward. 

Q. Are you telling us that you made an analysis of 
the data that you used to state that year by year there has 
been an off setting increase or decrease ? A. No. I would 
be very much surprised if that wasn’t so. That is all I am 
trying to tell you. 

• • • 


[15743] J. EHOADS FOSTER. 

• • • 

Direct Examination. 

By Mr. Sparks : 

Q. Mr. Foster, your name is J. Rhoads Foster and you 
have previously testified in this case on the subject of fair 
rate of return? A. That is correct. 

Q. Are you familiar with Exhibit 46 which was spon¬ 
sored by Staff witness Samuel Joseph in this proceeding? 
A. I am. 
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Q. Have you read the testimony of Mr. Joseph, who 
presented Exhibit 46? A. I have. 

Q. Are you prepared to discuss that testimony and the 
exhibit in relation to the determination of the fair rate of 
[15744] return to Penn Water? A. I am. 

• • • 

[15746] Q. What are your general conclusions based on 
this study of Exhibit 46 and the related testimony of Mr. 
Joseph? A. First, Exhibit 46 is the result of applying 
erroneous and inconsistent theories of rate regulations. 

Second, Exhibit 46 is not comprehensive and fails to 
afford the Commission “a sound basis for the exercise of 
judgment in the establishment of fair rate of return’’ for 
Penn Water, but instead places an awkward and unreason¬ 
able burden on the Commission. 

Third, Exhibit 46 contains numerous errors of execu¬ 
tion; [15747] some of its parts do not reflect the standards 
of workmanship and technical proficiency which are neces¬ 
sary to give the results significance, even if valid and con¬ 
sistent theories had been applied in its preparation. 

Q. Leaving aside for the moment any consideration of 
the erroneous theories of rate-making which have been 
recognized and applied in the preparation of Exhibit 46 
have you examined that exhibit and the related testimony 
with regard to technical competence, and correctness of 
data presented? A. I have made such an examination 
limited to pages 38, 38 (a), 38 (b) to 38 (c) and page 40 of 
Exhibit 46. 

Q. What principal error of method did you find with 
respect to page 38 (a) of Exhibit 46? A. The principal 
error of method is the failure of the witness to take either 
one or the other of two steps which might have given sig¬ 
nificance to the data. Because of that failure, the data 
presented on page 38 (a) are without significance for the 
purpose of estimating the cost of equity capital, as of 
March 30,1946, or other recent date, to either Penn Water 
or to the other companies represented on page 38 (a). 
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The earnings-price ratios are stated by the witness on 
the basis of reported equity income for the most recent 
period prior to March 30, 1946, for which earnings data 
were available, and the number of shares outstanding at 
the end of that period, without either critical analysis or 
[15748] adjustments in recognition of changing circum¬ 
stances. 

The first alternative is to base earnings-price ratios on 
reported income, without adjustments, but at the same time 
to provide a collateral analysis of the manner and extent 
to which such earnings-price ratios fail to reflect actual 
investor appraisals. Such an analysis of the related cir¬ 
cumstances should indicate generally their quantitative im¬ 
portance as well as the direction of their influence. An 
example of such related circumstances is the increase in 
prospective income resulting from the revision of the fed¬ 
eral income tax laws in November, 1946. 

Q. Dr. Foster, at page 10381—lines 15 and 16—of the 
Transcript, Mr. Joseph, speaking of the investor, said that 
“He buys the stock on the basis of the relationship of 
anticipated earnings to price,” did he not? A. Yes. 

Q. At page 10383 of the Transcript, with respect to 
recognition of what Mr. Joseph characterized as “in¬ 
numerable circumstances,” he said: “You would be sub¬ 
stituting your judgment for the judgment of the market 
place, and you could never be sure that what you were 
doing came close to accomplishing what you hoped you were 
doing.” Is that last statement in error? A. It is. 

Q. In w’hat respect? [15749] A. The recognition of 
changing circumstances is not a substitution of the judg¬ 
ment of the analyst for the judgment of the market place. 
The purpose of the recognition of changing circumstances 
is to provide a reasonably accurate and useful estimate of 
w’hat the judgment of the market place actually is at the 
time. 

Exact or precise estimates of investors’ appraisals at 
a given time is admittedly impossible. However, reason- 
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ably significant and useful estimates are not impossible, 
and the fact that the task of analysis is difficult, is no rea¬ 
son for limiting the analysis, as it has been limited in con¬ 
nection with page 38 (a) of Exhibit 46, by use of methods 
that provide only grossly misleading results. Even the 
crudest recognition of the effect of changing circumstances 
would tend to avoid such absurdities as earnings-price 
ratios, presented as a basis for rate of return determina¬ 
tion. which are below the yields on preferred stocks of 
the same companies at identical dates. 

This phenomenon is observed by a comparison of the 
earnings-price ratios of Bangor Hydro and Southern Cali¬ 
fornia Edison as they appear on page 38 (a) with the pre¬ 
ferred stocks of the same companies as they appear on 
page 38 (c). 

However, the circumstances which have caused this 
phenomenon, a reversal of the usual relationship between 
the earnings-price ratios and yields on preferred stocks of 
the [15750] same companies, are not unique to these two 
companies but tend to be common to all companies shown 
on page 38 (a). 

The low level which is common to the earnings-price 
ratios on page 38 (a) is misleading and results from em¬ 
ploying a method limited to consideration of reported past 
earnings per share with no consideration of the prospective 
earnings which are actually reflected by the market price. 

Q. Have you examined the statements of Mr. Joseph 
at page 10428 (lines 7-17) of the Transcript which reads 
as follows: 

“Q. You just accepted figures from the source 
which you used. Is that correct? 

“A. I accepted the published figures; yes, sir. 

“Q. You made no adjustments of any kind. Is 
that correct? 

“A. Because I thought it would be improper to 
do so. 
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“Q. And you accepted those figures without any 

question in your mind. Is that correct? 

“A. That I was doing the right thing; yes, sir.” 

A. I have. 

Q. Do those statements describe a proper use of the 
published data available for estimating investor appraisals? 
A. No. 

Q. Why not? A. Mr. Joseph accepted as equity 
earnings, without [15751] analysis, net income as shown in 
the statement of income for the past accounting period, or 
net income less preferred dividends paid during the ac¬ 
counting period. All the other data contained in the re¬ 
ports of the companies, the letters to stockholders, foot¬ 
notes to the financial statements and certifications by the 
public accountants, are published data. Mr. Joseph ac¬ 
cepted the one published figure but he did not accept or 
consider the related and qualifying data and information. 

The financial analyst must start with the published 
reports of actual results of operations for the accounting 
period. He recognizes the facts to which his attention is 
in part called by the published reports, changing conditions 
and past or prospective events, and adjusts the past earn¬ 
ings in order to arrive at his estimate of prospective earn¬ 
ings. The functions of the rate of return analyst are not 
to estimate future earnings of the companies subjected to 
analysis. It is to measure or estimate, as closely as may 
be possible, investor’s appraisals of such investments. 

Mr. Joseph thought that it would be improper to make 
any adjustments of the reported earnings figures, yet he 
recognized that the investors begin with reported earnings 
and make adjustments which they consider appropriate for 
the purpose of estimating future income. 

Therefore, for the purpose of indicating investor’s 
[15752] appraisals, it is proper and necessary either to 
make adjustments of reported earnings in computing earn- 
ings-price ratios or to analyze the circumstances which 
affect the validity and meaning of the eamings-price ratios 
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calculated without reflecting such adjustments. During the 
war or early post-war period, events and changing condi¬ 
tions have had unusual and substantial effects on the pros¬ 
pects of earnings. 

Q. Have you examined the statement by Mr. Joseph 
at pages 10461 and 10462 of the Transcript, lines 13 to 25 
and 1 to 11, which reads as follows: 

“Q. Well, which is the best indication of the 
prospective equity income, Mr. Joseph, that remaining 
after you deduct the $308,000 or that which would re¬ 
main after deducting the $400,0001 

“A. Well, Mr. Sparks, I think that the adjustment 
that you are suggesting would be erroneous to make 
in the exhibit that I presented. Nothing is clearer in 
my mind than that the figures presented on page 38-A 
are subject to change in subsequent years. Some of 
the items that you have called to my attention will 
produce such changes, but it is by no means clear that 
you are pointing to all of the items, nor would the 
changes that you have asked about produce a more re¬ 
liable showing than the one I have [15753] presented. 
Let’s put it this way: Assume that I had made all of 
the changes that you have spoken to me about. I 
don’t want to say that you have suggested, but that 
you have called my attention to. I would then say 
that if I had made those, my presentation would be 
subject to very grave criticism. I will say further that 
having had my attention called to the items that you 
have cross-examined me about, it is my judgment that 
I would not today make any change by reason of any 
of the items that you have asked me about, that if I 
made such change it would tend to impair the validity, 
would go further than tend to impair, it would actually 
impair the validity of my presentation.” 

A. I have. 

Q. Is it a correct statement? A. No, it is wrong in 
several respects. 
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Q. What are the errors? A. Certainly in estimat¬ 
ing prospective income and appraisals, common stock in¬ 
vestors consider the existing requirements of bonds and 
preferred stock, which must be met before any equity in¬ 
come may be expected. They do not consider the interest 
and preferred dividend requirements which existed at some 
time in the past. 

Mr. Joseph’s remarks in this paragraph suggest the 
[15754] reason why his method failed to provide on page 
38 (a) earnings-price ratios which have, without considera¬ 
tion of other data, significance for the purpose of rate of 
return determination. 

He says, First, “Nothing is clearer in my mind than 
that the figures presented on page 38-A are subject to 
change in subsequent years.” 

I certainly agree that the earnings-price ratios change 
from year to year. They change from month to month, 
sometimes as rapidly as from an average of 12.9 per cent 
in March, 1942, to 7.6 per cent a year later. 

At the same time Mr. Joseph asserted that if he made 
any change to recognize non-recurring items or changing 
circumstances “it would actually impair the validity of my 
presentation.” 

It may be true in a sense that a presentation of arith¬ 
metic ratios, such as those on page 38-a, between earnings 
as reported for past accounting periods and market prices 
for a single day, would be impaired by recognition of any 
related facts. The purpose of pages 38 and 38-A should 
be to present not mere arithmetic ratios but to present 
ratios useful in the process of rate of return determination. 
It is the purpose of rate regulation to fix reasonable rates 
for a significant period in the future. The ends of reason¬ 
able rate regulation certainly are not ill served or [15755] 
pertinent data impaired by a consideration of the reasons 
for the wide fluctuation of the earnings-price ratios. 

Q. Have the earnings-price ratios for the common 
stocks identified on page 38-A computed by use of the 
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method employed by Mr. Joseph, remained at the levels 
shown on page 38-A? A. No, they have increased sub¬ 
stantially. As an extreme illustration, the earnings-price 
ratio for the Bangor common stock was shown by Exhibit 
46 as 3.83 per cent as at March 30, 1946. The earnings re¬ 
ported for the year 1946 were $3.06 per share and the bid 
quotation at the end of January, 1947, was $32; the relation¬ 
ship is an earnings-price ratio of 9.6 per cent. 

Q. What are some other illustrations of the fluctua¬ 
tions in the earnings-price ratios shown on page 38-A since 
March 30, 1946? A. The earnings-price ratio for Con¬ 
solidated Edison which appears on page 38-A and which 
was revised to 5.05 per cent was 8.0 per cent on the basis 
of the market price on March 24, 1947, and earnings per 
share as reported for the year 1946. 

On the same basis the earnings-price ratio for Indian¬ 
apolis Power and Light Company fluctuated from 6.09 per 
cent to 10.3 per cent. 

Q. May these earnings-price ratios of the more recent 
dates be taken as measures of the cost of equity capital to 
[15756] three companies? A. They may not without con¬ 
sideration of their meaning and significance, and analysis 
of the reasons for their long term fluctuation and behavior. 

Q. Have you examined the statement of Mr. Joseph 
at page 10420 of the transcript that it is not correct to state 
that the actual income of Commonwealth Edison for 1945 
was $7,490,716 in excess of the $24,577,746 shown by page 
38-A of Exhibit 46 and the statement: 

“Well, you are here asking me to say that the 
actual income of the Commonwealth Edison Company 
is different from what Commonwealth Edison says its 
actual income was and what Arthur Andersen and 
Company certifies its income as having been. Now, I 
don’t think I could go along with you on that.” 

A. I have. 

Q. Are those statements correct? A. No. 
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Q. Why? A. The financial reports of a corporation 
state its income for a given accounting period, subject to 
generally accepted accounting conventions, practices or 
regulatory rules. Accounting statements of income under¬ 
take to reflect but do not change the financial facts. 

In 1945 Commonwealth Edison experienced a “wind¬ 
fall” in [15757] amount of §7,490,716 in the form of income 
tax reductions resulting from unusual deductions from tax¬ 
able income. Income, measured by the increase of cor¬ 
porate assets during the period, was $7,490,716 greater than 
would have been the case if the unusual deductions had not 
been available. Income as reported by the company to its 
stockholders was “normalized” however, by including in 
the income statement charges against income totaling 
$7,490,716 and labeled “charges equivalent to Federal tax 
reductions. ’ 9 

Q. Were the equity earnings used on page 38-A for 
Commonwealth Edison and Pacific Gas appropriate for the 
construction of earnings-price ratios in so far as those 
earnings reflected the treatment of tax windfalls experi¬ 
enced during 1945? A. Yes, but the use of these earn¬ 
ings figures happened to be correct only because in the 
preparation of the published income statement the actual 
earnings happened to have been adjusted, for general ac¬ 
counting purposes, in a manner which gave results appro¬ 
priate for the purpose of page 38-A. 

Q. Are you familiar with the statement of Mr. Joseph 
at page 10508 of the transcript, lines 3-7, which reads as 
follows: 

“Q. Mr. Joseph, if public accounts—accountants 
prior to 1945 had abandoned the practice of making 
charges in lieu of taxes would you have accepted the 
actual reported earnings for the purpose of computa¬ 
tions [15758] on page 38-A? 

“A. Yes.” 

A. I am. 
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Q. Does this statement reflect the use of appropriate 
methods of calculating earnings-price ratios for the pur¬ 
pose of pages 38 and 38-A? A. No. 

Q. Why? A. That statement reflects a clerical ap¬ 
proach which precludes the use of analytical methods. The 
common stock earnings of Pacific Gas and Electric Co. for 
1945 are shown on page 38-A of Exhibit 46 as $13,523,200 
which is after the subtraction of the tax windfall of 
windfall of $10,286,461 made in the income statement as 
published. If the subtraction, in the form of charges in 
lieu of taxes, had not been made in the income statement, 
the reported earnings would have been $13,523,200 plus 
$10,286,461 or $23,809,661 and undoubtedly the facts as to 
the tax windfall would have been set forth in a footnote. 
The facts would have been the same and the prospects of 
future income would have been no more or less because of 
the change in form of financial statement. Yet the earn¬ 
ings-price ratio resulting from the application of Mr. 
Joseph’s method, that is, his uncritical acceptance of the 
published figures, would have been 75 per cent higher, 
merely because of the form in which the facts happen to be 
[15759] reported. 

This undue respect for the form as distinguished from 
the facts and substance of published information has re¬ 
sulted in inconsistent treatment of similar items in the 
preparation of the data presented by pages 38 and 38-A. 

Q. Will you illustrate what you mean by this last as¬ 
sertion regarding inconsistent treatment of similar items? 
A. Published statements of income often are not ‘‘normal¬ 
ized’ ’ as they were in the case of the Commonwealth Edi¬ 
son and Pacific Gas, to eliminate significant effects of 
“windfalls” or other non-recurring situations. 

For instance, the incom* statement of Idaho Power 
Company for 1945 was not in a form comparable with those 
of the two last-named companies with respect to treat¬ 
ment of tax windfalls. Non-recurring income amounting 
to 50 cents per share, representing the effect on income 
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taxes of recomputation of amortization of war emergency 
facilities and related to previous years, was included in the 
earnings of $1,316,336 shown by page 38-A. 

The acceptance of the published figures in the com¬ 
putation of earnings-price ratios shown on pages 38 and 
38-A disregarded many other kinds of non-recurring effects 
on income, such as, the write-off of abandoned property 
and profit from the sale of a radio station, which had been 
credited to income instead of surplus. 

[15760] Q. As another illustration of the uncritical accept¬ 
ance of published earnings per share, have you examined 
the testimony of Mr. Joseph at page 10459 where he said 
that in stating the earnings-price ratio for Commonwealth 
Edison on page 38-A he should not have made an adjust¬ 
ment for the call of the convertible debentures of that com¬ 
pany and the following questions and answers on pages 
10459 and 10460: 

“Q. Wouldn’t the number of shares, Mr. Joseph, 
which would be issued in the conversion dilute the per- 
share earnings? 

“A. Yes, it would. 

“Q. Would that dilution affect the earnings-price 
ratio of the company which you have shown? 

“A. Not the one that I have shown. It might 
have an effect upon subsequent ratios. 

“Q. Wouldn’t it affect the meaning and the sig¬ 
nificance of the earnings-price ratios which you have 
shown? 

“A. No, sir.” 

A. I have. 

Q. Is Mr. Joseph correct in stating that the call of the 
debentures would not affect the meaning and significance 
of the earnings-price ratio? A. He is not. 

Q. Why? [15761] A. The debentures were called 
on January 23, 1946, for redemption on March 9. On 
March 30 the date for which Mr. Joseph determined the 
market price of the common stock, the number of shares 
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outstanding had increased by 710,864 shares, as the result 
of the conversion, over the number outstanding on Decem¬ 
ber 31, 1945. The interest of the previously outstanding 
shares in income was diluted. 

The earnings-price ratio shown by page 38-A was in¬ 
correctly determined, since on March 30 the additional 
number of shares already had been issued and Mr. Joseph’s 
calculation did not reflect the number of shares then ac¬ 
tually outstanding. Thus, Mr. Joseph related the market 
price at March 30, to the situation existing prior to the 
conversion and not to the changed situation which existed 
at the time the price was esablished. 

Of course, the effect on the meaning of the earnings- 
price ratios is not limited by the fact that the conversion 
actually took place prior to March 30. The effect would 
have been similar if the conversion had been in prospect 
prior to that date and had actually occurred at a later date. 

Similar inadequacies are involved in any other failure 
to recognize or consider the effect of significant changes in 
capitalization, such as refinancing of debt or preferred 
stock, which are experienced during the accounting period 
or which are definitely anticipated at the date for which 
[15762] market prices are used. Since 1940, such changes 
have been numerous in the capitalizations of the companies 
represented on pages 38 and 38-A. 

Q. Have you examined the statement of Mr. Joseph 
at page 10900 of the transcript—lines 11-16, that: 

4 ‘Well, as I remember it, for one thing the elim¬ 
ination of the preference common would have meant 
the elimination of the entire Philadelphia Electric Com¬ 
pany statistics, because the information is not avail¬ 
able for the preference common separately. I think 
that was the situation then, even if it isn’t now.” 

A. I have. 

Q. What are the facts as to the nature of the security 
and the availability of information? A. In spite of its 
name, this stock is not a common stock, but a cumulative 
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convertible preferred. The error due to misclassifications 
of this stock tends to reduce the earnings-price ratios in 
all months prior to about October, 1945, when the one-for- 
one conversion ratio between the market prices of the two 
issues was first reached. From that date, it is not incor¬ 
rectly included among the common stocks, which is equiv¬ 
alent to assuming conversion of all outstanding shares of 
the so-called preference common. 

The information was at all times available separately 
[15763] for the $1 preference common. 

At no time was non-availability of information a valid 
reason for including this stock among the common stock on 
page 38-A. The lack of error in result after October 1945 
is neither because the preference common is a common stock 
nor because information was unavailable. The lack of 
error is due to the happenstance that the conversion ratio 
was reached for the first time about October 1945. 

Q. I call your attention to the statement by Mr. Joseph 
at page 10934 of the transcript—lines 17-19, as to his rea¬ 
son for not making any adjustment for the participating 
right of the 5 per cent preferred stock of Southern Cali¬ 
fornia Edison, that: “There is no right in the preference 
stock until the common stock receives a dividend which 
vests the right, so it seems to me, in the preference stock”? 
Is that a correct statement? A. In my opinion it is a 
correct statement but not a reason for failure to recognize 
or consider the participating right of the preferred stock 
in determining the earnings-price ratios for the common 
stock. The right of the 5 per cent preferred stock to re¬ 
ceive participating dividends in excess of 6 per cent, is 
limited by the fact that the right does not exist until the 
common receives a dividend (in excess of 6 per cent) which 
vests the right. It is equally true that the right of the 
common to receive higher dividends is limited [15764] by 
the fact that it cannot do so without vesting a correspond¬ 
ing right in the preferred. Thus, the value to common 
stockholders of the retained income is affected by the con- 
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tinuing participating right of the preferred. The pro¬ 
spective productive capacity of retained income does not 
have the same value to the common stockholder as it would 
in the absence of the right of the preferred to participate. 

Therefore, it is improper to treat the $5,472,196 in 
entirety as earnings applicable to the common stock. 

Q. Have you examined the testimony at page 10976— 
lines 22-25 of the transcript: 

“Q. Now let me see if I understand you. For the 
purpose for which you have offered page 40 of Ex¬ 
hibit 46 should those issues, which bear note No. 1, 
have been excluded? 

“A. Yes.” 

A. I have. 

Q. What is the footnote No. 1? A. It identifies offer¬ 
ings of shares already outstanding, which were being sold 
by a parent company or otherwise, and which did not rep¬ 
resent new capital to the utility. 

Q. How many common stock issues are listed on page 
40 of Exhibit 46 as having provided new equity capital to 
electric utilities during the period 1935-1945, inclusive? 
A. Eleven, if the issue by Florida Power Company in 
[15765] October 1945, which is incorrectly labeled as not 
representing new financing, is included. 

Q. For how many of the eleven are earnings-offering- 
price ratios shown? A. Eight. 

Q. What is the aggregate of net proceeds representing 
new capital realized by the eight electric utilities during 
this period, according to the information supplied by page 
40? A. Not more than $21,000,000. 

Q. What is the average dollars of new capital realized 
per offering over this period? A. About $2.5 million. 

Q. Do the earnings-offering-price ratios for these eight 
instances provide a useful indication of the cost of equity 
capital to electric utilities in general or to Pennsylvania 
Water & Power in particular? A. They do not. 
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Q. Why? A. The number of instances and the 
amounts realized per issue are too small, and the diversity 
of risk characteristics are too great to permit significant 
conclusion. In any case, the significance of the earnings- 
offering-price ratios presented on page 40 is impaired by 
errors committed in their determination. 

[15766] Q. Have you examined the statement by Mr. Jo¬ 
seph at page 11028—lines 7 to 10 of the transcript which 
reads as follows: 

“Q. What you really show there for Sioux City, 
Mr. Joseph, instead of earnings-offerings price ratio, 
you merely show earnings-price ratios as you show on 
38-A, don’t you? 

“A. Yes, it is very much closer to that.” 

A. I have. 

Q. Is this a correct statement? A. No. The ratio 
of 9.55 per cent shown in column L for the Sioux City com¬ 
mon stock is neither the same kind of ratio as the earnings- 
price ratios presented by page 38-A nor is it the same kind 
of ratio as those presented by page 40. It is a hybrid 
ratio without meaning for either purpose. 

Q. Have you examined the testimony of Mr. Joseph 
with respect to the data presented on the last line of page 
40 beginning with page 10,979? A. Yes. 

Q. Will you state as concisely as possible the facts with 
respect to the issue of common stock by Sioux City Gas 
and Electric Company? A. The common stock outstand¬ 
ing immediately prior to the financing transactions was 
118,938 shares of $25 par value stock. 

[15767] The old $25 par value common stock was eliminated 
and two shares of new $12.50 par value common stock were 
exchanged for each of the 118,938 shares of old common 
stock outstanding. An additional 118,938 shares of $12.50 
par value stock was issued. Therefore, upon completion 
of the common stock financing transactions, 356,814 shares 
of $12.50 par value were outstanding, of which 118,938 
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shares represented new capital and 237,876 shares repre¬ 
sented the old capital previously represented by 118,938 
shares of $25 par value. 

The total number of shares offered and underwritten 
was 153,006. This total consisted of 34,068 shares already 
outstanding, after the two for one exchange, and being sold 
by Iowa Public Service Company and the 118,938 shares of 
the new issue, subject to rights of common stockholders, 
other than the Iowa company to subscribe to 101,904 shares. 
The 51,102 shown on page 40 was the number of shares not 
included in the subscription offer. 

The bid quotations for the old $25 par stock were 38.5 
at the end of September, 1945; 45.5 at the end of October 
and 52.5 at the end of November. 

The new shares of $12.50 par value were offered to the 
public at 28%; the bid quotations on the new shares in the 
market were 28% at the end of December, 31 at the end of 
January, 1946 and 28.5 at the end of February. 

Q. How did Mr. Joseph determine the ratio of 9.55 
per cent for Sioux City shown in the last column on page 40? 
[15768] A. Mr. Joseph used earnings per share of $2.76, 
determined by dividing income of $328,351, reported for the 
12 months ended October 31, 1945 by the 118,938 old, $25 
par value, shares then outstanding—Moody’s Supplement, 
P. 1642, Dec. 12,1945. He divided these earnings of $2.76 
per share by $28.88, the offering price to the public of the 
new $12.50 par value shares, to obtain the ratio of 9.55 
per cent shown in the last column on page 40. 

Q. What were the earnings per share prospectively 
available to the new $12.50 par value shares? A. The 
application of proceeds from the common stock issue was 
principally to redeem outstanding 4 per cent mortgage 
bonds and 7 per cent preferred stock. New 2% per cent 
bonds and 3.90 per cent preferred stock was issued in prin¬ 
cipal amounts less than the principal amounts redeemed. 

Therefore, the prior capital requirements were reduced 
by the series of transactions. The prospectus dated Dec. 
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12,1945, includes at page 8 “a summary of pro forma state¬ 
ments of income ’’ which indicates, for the 12 months ended 
August 31, 1945, equity income of $580,000 on the basis 
of the pro forma interest and preferred dividends, and 
equity income of about $793,000 if the Revenue Act of 1945, 
enacted November 8, 1945, had been in effect for the 12 
months’ period. 

Q. What is the earnings-offerings price ratio for the 
Sioux City common stock on the basis of the pro forma in¬ 
come? [15769] A. If determined on the basis of 
prospective income of $793,000 the earnings-offering price 
ratio is 7.7 per cent. 

It should be understood that this basis reflects adjust¬ 
ment for the change in Federal income tax rates, but does 
not reflect the prospective income producing capacity of 
the approximately $412,626 of additional capital realized 
from the transactions or any other prospective change in 
circumstances not reflected in the pro forma statement. 

Q. Have you examined the statement of Mr. Joseph at 
page 10989 of the Transcript—lines 3-6 that: 

“I related the earnings on the old shares, the price 

from the old shares determined on the price which peo¬ 
ple pay for different but similar shares.” 

A. I have. 

Q. Were the old Sioux City $25 par value shares simi¬ 
lar to the new $12.50 shares? A. No. They were quite 
dissimilar. 

Q. Should the earnings per share on the old shares 
have been related to the offering price of the new shares 
for the purpose of determining ratios? A. No, the earn¬ 
ings per share on the old shares should have been related 
to the market price of the old shares. 

Q. Why? A. The purpose of determining earnings- 
price ratios [15770] or earnings-offering price ratios is to 
indicate investor appraisals. The earnings per share on 
old shares related to the offering price of new shares indi- 
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cate neither appraisals of the old investors nor appraisals 
of the new investors, unless by accident. 

Q. At page 11,609 of the Transcript—lines 17-24, re¬ 
ferring to the earnings of 71 cents per share and the earn¬ 
ings offering price ratio of 4.44 presented on page 40 for 
the Central Vermont Public Service Corporation offering of 
194,295 shares in December, 1943, Mr. Joseph said: 

“Q. Well, let me ask you this then: Shouldn’t you 
have used the prospectus and the $1.53 which is shown 
in the prospectus instead of the 71 cents which is shown 
on page 40? 

“A. I will have to say that the $1.53 on the basis 
of my present recollection would probably result in a 
more accurate earnings-price ratio than that which is 
shown on page 40.” 

What should have been the earnings-offering price 
ratio to be shown in Column L, if the earnings shown in 
Column K are properly stated as $1.53 per share? A. 
9.56 per cent. 

Q. Do you agree that use of the $1.53 i c would probably 
result in a more accurate” earnings-offering price ratio? 
A. I would say that it is more than a probability. 

[15771] The 4.44% is completely erroneous and without 
significance. 

Q. Why do you say that the 4.44 per cent is completely 
erroneous? A. The earnings of 71 cents per share, upon 
which the earnings-price ratio of 4.44 per cent is based, rep¬ 
resents equity income of $228,003 for the 12 months ended 
2/28/44, divided by the 323,000 shares outstanding as at that 
date. 

The 323,000 shares were the number of shares outstand¬ 
ing after completion the previous December of transac¬ 
tions in connection with a plan under Section 11 (e) of the 
Holding Company Act filed with the SEC. The reported 
income for the 12 months ended 2-28-44, however, did not 
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reflect, except in minor part, the conditions created by the 
transactions incident to the Section 11 (e) plan. 

Prior to the delivery of this common stock to the pur¬ 
chasers Twin State Gas & Elec. Co. had been merged with 
Central Vermont, the Vermont and New York properties 
of Twin State Gas and Elec. Company had been acquired 
by Central Vermont and $500,000 principal amount of 3%% 
bonds had been sold. 

The balance of income after preferred dividend re¬ 
quirements applicable to the property of Twin State to be 
merged is shown by the pro forma income account con¬ 
tained in the prospectus (p. 38) before adjustment, as 
$286,280 for the 12 [15772] months ended August 31, 1943. 

The $228,003 of equity income for the 12 months ended 
February 28, 1944, used for the purpose of page 40 of Ex¬ 
hibit 46 was not reported for more than three months after 
the sale of the Central Vermont common stock. The use of 
this earnings figure was erroneous in that respect, since, 
even if it had been related to the property representd by 
the common stock, it would be information not available 
until after the date of offering. The $228,003 of equity 
earnings, however, reflected only the operations of the Cen¬ 
tral Vermont properties for the period prior to the merger 
in December and did not include income from operations 
of the acquired properties. 

The facts were readily available from the prospectus 
and the prospectus was readily obtainable. 

Q. Dr. Foster, are you familiar with the statement of 
Mr. Joseph at page 1000 of the transcript that in his opin¬ 
ion Exhibit 46 “furnishes the Commission with a compre¬ 
hensive statistical background, and affords a sound basis 
for the exercise of judgment in the establishment of fair 
rate of return’’ for Penn Water and Susquehanna Trans¬ 
mission Company of Maryland? A. I am. 

Q. Is that statement of Mr. Joseph’s correct? A. 
No. 
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[15773] Q. Why? A. Regardless of its physical volume, 
Exhibit 46 does not include the information that would pro¬ 
vide for the Commission an adequate and sound basis for 
the exercise of judgment in the establishment of a fair rate 
of return for Penn Water. 

In my opinion, no regulatory commission, however ex¬ 
pert or experienced, could establish a fair rate of return 
for Penn Water, or any other utility company on the basis 
of the information and analyses contained in Exhibit 46 
and the related testimony. 

Q. Have you considered in this connection the testi¬ 
mony of Mr. Joseph at page 9936 of the transcript that the 
charts and tabulations in Exhibit 46 are the same as, or 
are similar as to the nature of their contents, to the ex¬ 
hibits with respect to fair rate of return presented in other 
electric utility proceedings before the Federal Power Com¬ 
mission? A. Yes. 

Q. Does this use of similar exhibits in prior proceed¬ 
ings influence your opinion as to the adequacy of Exhibit 
46? A. No. 

Q. Why not? A. Charts and tabulations which are 
presented in [15774] substantially unchanged form from 
one rate proceeding to another, aside from being brought 
down to date, may indicate trends in the securities markets, 
assuming that the data are prepared in a workmanlike 
manner. 

Such charts and tabulations, however, are not designed 
either (1) to present facts as to the capital costs actually 
experienced by the particular utility for which the fair rate 
of return is to be established or (2) to present evidence 
of investors current appraisals of the particular utility, or 
(3) to disclose the risk characteristics which differentiate 
the particular utility from other enterprises and which must 
be known if the cost of its capital is to be estimated by 
comparison with the costs being experienced by other en¬ 
terprises. 
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Q. In this connection, have you considered the state¬ 
ment by Mr. Joseph at page 9956 of the transcript—lines 18 
to 23—that 11 returns required by investors depend upon the 
investors’ appraisals of the risks present in the invest¬ 
ment”, and the statement by Mr. Joseph at the top of page 
9958 that “the cost of capital depends upon the investor’s 
appraisal of the risks present in the investment”? A. 
Yes. 

Q. Does Exhibit 46 include any data as to the investor 
appraisals of the risks present in the Penn Water invest¬ 
ments? A. Exhibit 46 does not by design include any 
indication of [15775] investors appraisals or of the costs 
of capital unique to Penn Water. 

Q. Will you please explain that answer? A. Penn 
Water is not identified on any schedule or chart of the 
exhibit except on page 38-A. On page 38-A the earnings- 
price ratio for the Penn Water common stock is supplied on 
the basis of the market price for a single day, but ap¬ 
parently because the Penn Water common stock happened 
to be in a group used in this exhibit and in previous similar 
exhibits for the purpose of constructing an index of earn- 
ings-price ratios. 

In the presentation of the trend series on page 38, 
however, the Penn Water earnings-price ratios, although 
readily available from the working papers, are submerged 
and concealed in weighted averages which are dominated 
by the large utilities. 

Q. I call your attention to several statements by Mr. 
Joseph. At page 11,591 of the Transcript, lines 10-13 he 
stated: 

“Credit would be that element which permits the 
utility to proceed in its operations without financial 
embarrassment, and which enables it to raise the money 
necessary for the proper discharge of its duties.” 

At the bottom of page 11,591 and at the top of page 
11,592, Mr. Joseph [15776] stated: 
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“I can gain a pretty fair idea of the credit of an 
enterprise by the relationship of the prices of its se¬ 
curities with the relationship of the prices of other 
similar securities. 

“Q. So that it is correct to say that the measures 
of the credit of an enterprise are the yield rates at 
which creditors buy bonds as well as the earnings- 
price ratios, if those earnings-price ratios express the 
prospective return basis upon which the stock is sold 
in the market? 

“A. I think that is a fair statement, yes, sir.” 

Further at page 11,594 of the transcript he stated re¬ 
ferring to a quotation from the F. C. C. rate of return re¬ 
port: 

“It is believed that the financial and operating 
characteristics of a particular utility eventually domi¬ 
nate the investing public’s evaluation of its securities 
is quite true.” 

Are the propositions set forth in the statements which 
I have just read as to the determinants of investor apprais¬ 
als and the credit of an enterprise reflected in Exhibit 46? 
A. No. 

Q. In making your statement that Exhibit 46 does not 
provide for the Commission an adequate and sound basis 
for the exercise of judgment have you considered the testi¬ 
mony of [15777] Mr. Joseph at pages 10,954 and 10,955 as 
follows: 

“Q. What is the significance and meaning of the 
earnings-price ratios shown in the last column of page 
40 of Exhibit 46 for the purpose of the determination 
of the fair rate of return to Penn Water? 

“A. Here we have a list of all of the common 
stocks of Electric operating utilities offered to the pub¬ 
lic during the period 1935 to 1945. The last column 
shows the earnings-price ratio as at the time of the 
offer. Looking at that column you have a view of cost 
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of capital on common stocks to these utilities. This, 
then, combined with the information shown at pages 38 
and 38 (a) would give you an idea of what rate should 
be allowed on the equity of Pennsylvania Water and 
Power in a rate proceeding. 

“Q. How would you get an idea of what should be 
allowed, Mr. Joseph, in that respect by examining the 
earnings-offering price ratio shown in the last column 
of page 40? 

“A. Well, your own mental processes would deter¬ 
mine that. You are interested in finding out what is 
fair to allow for Penn Water. Well, you say, in ac¬ 
cordance with the Bluefield case and in accordance 
with the theory generally, ‘We will allow what inves¬ 
tors seem to be requiring. ’ You look at page 40 and 
pages 38 [15778] and 38-A, make up your mind as best 
you can what that requirement is.” 

A. I have. 

Q. Do those statements correctly describe the use of 
pages 38, 38-A and 40 for the purpose of determining the 
equity capital component of a fair rate of return to Penn 
Water? A. No. 

Q. Why not? A. I know of no “mental processes” 
by which it is possible from examination of pages 38, 38-A 
and 40 of Exhibit 46 to determine or even approximately 
estimate what “investors seem to be requiring” from in¬ 
vestments in Penn Water. 

The function of expert testimony is to present the facts 
and analyses which facilitate a considered exercise of judg¬ 
ment. The purpose is not to tell the Commission what to 
do, but it is not sufficient to present a mass of partially un¬ 
related and wholly undigested facts and say “make up your 
mind as best you can.” 

Assuming the experience of the Commission in the par¬ 
ticular field, its expertness and capacity for qualitative 
judgment, the exhibit provides no factual basis for evaluat- 
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mg the risk characteristics unique to Penn Water. Neither 
does it provide any factual basis for estimating the bias 
introduced by choices of method. For example, the [15779] 
low-earnings-price ratios shown on page 38-A are sub¬ 
stantially the result of choice of method. 

Q. Have you considered the statement by Mr. Joseph 
at the bottom of page 10,958 and the top of page 10,959 that 
Exhibit 46 meets the requirements of the Bluefield decision 
that: “A public utility is entitled to such rates as will per¬ 
mit it to earn a return on the value of the property which 
it employs for the convenience of the public equal to that 
generally being made at the same time and in the same 
general part of the country on investments in other busi¬ 
ness undertakings which are attended by corresponding 
risks and uncertainties.” A. I have. 

Q. Is that statement of Mr. Joseph’s correct? A. 
No. 

Q. Why not? A. Neither in connection with the 
earnings-offering price ratios presented on page 40 or the 
earnings-price ratios presented on pages 38 and 38-A, nor 
in connection with the yields on bonds and preferred stocks 
shown elsewhere in Exhibit 46, is there identification or 
attempt at identification of enterprises which have risks and 
uncertainties corresponding to those of Penn Water. 

Q. At page 10,960 Mr. Joseph said that all of the com¬ 
panies on page 40 of Exhibit 48 are companies comparable 
[15780] to Penn Water so far as risks and uncertainties 
are concerned as that latter term is used in the Bluefield 
case. Is that statement correct? A. No. 

Q. Why not? A. The range of the differences 
shown on page 40 among the ratios of earnings to offering 
price, upon which the common stocks were purchased by 
investors is a sufficient demonstration of the fallacy of the 
assertion. Omitting the 4.44 per cent in the case of Central 
Vermont Public Service Corporation, which is an error, the 
range is from 5.37 per cent in the case of the Derby Gas 
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and Electric Corporation issue, with 7 instances higher and 
12 instances lower than 9 per cent. 

Q. At page 10,962 Mr. Joseph said that the require¬ 
ments of the Bluefield decision, where it refers to invest¬ 
ments in companies having corresponding or comparable 
risks and uncertainties, are satisfied by a presentation of 
data for companies merely of the same general class, that 
is, electric operating utilities having risks and uncertainties 
corresponding or comparable to Penn Water’s risks and 
uncertainties? A. No. 

Q. Will you please explain your answer? A. Op¬ 
erating electric utilities, although supplying generally the 
same type of service, vary widely from Penn Water as to 
risk and uncertainty. The latest available [15781] Di¬ 
rectory of Electric Utilities in the United States, published 
by the Federal Power Commission, lists 1150 privately- 
owned electric utilities, not including industrial organiza¬ 
tions furnishing energy to others as an incidental part of 
their operations. 

This total includes enterprises of the most widely di¬ 
verse investment and operating characteristics. The enter¬ 
prises identified on page 40 of the exhibit as having issued 
common stocks from 1935 to 1945 are Class A or B electric 
utilities. 

There were a total of 322 Class A and B electric utili¬ 
ties in the United States at December 31, 1945. They in¬ 
clude widely divergent operating, market, managerial, and 
investment situations. The differences in credit standing 
among utilities supplying a given type of utility service, 
such as electric, are far greater than the average differ¬ 
ences among electric, gas, telephone or water utilities as 
classes. 

Q. Are all the bonds listed on pages 23 and 28 as hav¬ 
ing been issued by electric operating utilities during the 
years 1941 to 1945, inclusive, comparable as to quality with 
the outstanding Penn Water bonds? A. No. The bonds 
listed on these pages are assigned ratings varying from Aaa 
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to Baa and the yields at offering price varied from 2.55 
per cent to 5.15 per cent. The composite listing includes 
bonds of diversified character [15782] and quality. The 
Penn Water bonds are not included. No information is sup¬ 
plied as to which, if any, are comparable with the Penn 
Water Bonds. 

Q. Are all the preferred stocks listed on pages 39 and 
39-A as having been issued by electric operating utilities 
during the years 1935 to 1945 inclusive comparable as to 
quality with the outstanding Penn Water preferred stock. 
A. No. The yields at the prices at which these preferred 
stocks were offered to the public varies from 3.75 to 6.67 
per cent. The Penn Water preferred stock is not included. 
Preferred stocks which are so unlike each other cannot all 
be comparable with the Penn Water preferred. As to which 
may be comparable, no information is supplied. 

Q. Are all of the fourteen common stocks which are 
identified on page 38-A comparable with the Penn Water 
common stock? A. The question is answered by the fact 
that the highest of the earnings-price ratios is 84 per cent 
higher than the lowest and that for January, 1940, the 
highest of the earnings-price ratios was 73 per cent higher 
than the lowest among the 11 common stocks included at 
that time. Adjustment and interpretation of the earnings- 
price ratios are necessary to provide any fairly exact meas¬ 
ure of the cost of equity capital but are not required to 
demonstrate the existence of wide differences in investment 
favor. Until the level [15783] of the risks associated with 
Penn Water has been indicated, by reference to appropriate 
data, an assumption that Penn Water corresponds to the 
average of such a group of other utilities is as arbitrary 
as an assumption that it corresponds to the best or worst. 

Q. Would your last statement be true if the group of 
fourteen common stocks had been selected because com¬ 
parable with Penn Water as to risk and uncertainty? A. 
It would not. 
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Q. Are the companies or securities which are identified 
on the various schedules of Exhibit 46 included' as the re¬ 
sult of methods or criteria of selection which involve com¬ 
parability with Penn Water? A. No. The methods or 
criteria of selection did not involve any consideration of 
comparability with Penn Water. 

Q. Dr. Foster, have you examined the statement by 
Mr. Joseph at the bottom of page 9949 that in preparing 
Exhibit 46 he “had in mind the Bluefield Water Works de¬ 
cision and particularly this quotation from it”, referring 
to the excerpt which is copied at pages 9947 and 9948. A. 
I have. 

Q. In this connection have you considered the state¬ 
ment by Mr. Joseph at page 10,102 of the transcript that: 

“Well, I have proceeded on the theory that the 
Commission is going to allow this utility a fair rate 
of return from what investors are getting on other 
similar investments. They are going to treat this util¬ 
ity fair. They are going to allow the utility to earn 
about as much as is being earned on [15784] similar in¬ 
vestments generally”? 

A. I have. 

Q. Does Exhibit 46 represent an application of the 
principle, as expressed in the quoted paragraph from the 
Bluefield decision, that a public utility is entitled to earn a 
return equal to that generally being made at the same time 
on investments in other business undertakings attended by 
corresponding risks and uncertainties? A. No. 

Q. Will you please explain that answer? A. Mr. 
Joseph said at the bottom of page 9974 that the word “in¬ 
vestments” was used in the Bluefield decision to mean dol¬ 
lars being currently committed as investments. The word 
could not have had any other meaning in the context of the 
Bluefield decision. The Supreme Court stated that a pub¬ 
lic utility is entitled to earn a return on the value of its 
property and that it was erroneous for the Commission not 
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to accord proper weight “to the greatly enhanced costs of 
construction in 1920 over those prevailing about 1915 and 
before the war”. Mr. Joseph has determined yields on 
bonds and preferred stock at their current market values. 
He has determined earnings-price ratios on the basis of cur¬ 
rent market values of common stocks. Thus, he has pre¬ 
sented evidence of the cost of capital in a manner consis¬ 
tent with hfs interpretation of the meaning of the word 
“investments” in the quoted paragraph. 

However, Mr. Joseph has assumed that the rate of re¬ 
turn [15785] to be determined by the Commission will be 
applied to an entirely different kind of “investment”, past 
investment, made many years ago in substantial part before 
the .first World War, at a much lower level of general prices 
and construction costs. Therefore, a shift takes place in 
the definition and meaning of the word “investments”. 
The rates of return being realized currently on other in¬ 
vestments, expressed at present-day values, of correspond¬ 
ing risks and uncertainties, applied to a rate base repre¬ 
senting original investment could give a result consistent 
with the Bluefield principle only by accident. 

Q. Have you examined the statement by Mr. Joseph 
at the top of page 11,600, in answer to a question which ap¬ 
pears near the bottom of page 11,598 and together read as 
follows: 

“Q. In your opinion are different public utilities 
entitled to higher or lower fair returns depending upon 
the periods of construction of their properties and the 
levels of construction costs during those periods? 

“A. Since in my opinion the fair rate of return 
would be the same without regard to the time of con¬ 
struction, the dollars of return would vary.” 

A. I have. 

Q. Is there an economic basis for the conclusion that 
the dollars of return allowed by a regulatory commission 
as fair and reasonable should vary substantially with the 
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[15786] period of construction of the property and the level 
of constructions costs during that period? A. There is 
no rational basis for such a difference in treatment. 

Q. Will you please explain the reason for your answer? 
A. The quoted paragraph from the Bluefield decision is 
consistent with the valid economic principle that a utility 
is entitled to a “return” equal to that being made at the 
time on other investments of corresponding risks. The 
Bluefield decision is not consistent with grossly unequal 
annual returns resulting from application of equal rates of 
return to unlike rate bases. Recognition of the economic 
undesirability of widely varying returns because rate bases 
are fixed to reflect different construction cost levels, fre¬ 
quently has taken the form of suggestions that, where origi¬ 
nal cost or prudent investment are to be used as a rate base, 
the desirable flexibility may be maintained by adjusting the 
rate of return. 

Q. Have you examined the statement by Mr. Joseph 
at pages 11,584 and 11,585 of the transcript which reads as 
follows: 

“A. I have this in mind, Mr. Sparks: Utilities that 
have reasonable capitalizations would obtain substan¬ 
tially the same fair rate of return, other things being 
equal. # • # 

“Q. Are you saying, Mr. Joseph, that those utili¬ 
ties [15787] having reasonable capitalizations would 
have the same rate of return? 

“A. Would command approximately the same fair 
rate of return, yes, sir. 

“Q. When you use the word ‘command’ there, do 
you mean that they should be allowed the same fair 
rate of return? 

“A. Tes, sir.” 

A. I have. 

Q. Are these statements consistent with the quoted 
paragraph in the Bluefield case to the effect that a utility 





J. Rhoads Foster, Direct 


1817 


is entitled to a return equal to that being made at the time 
on other investments of corresponding risks? A. No. 

Q. Will yon explain your reasons for that answer? 
A. The statements at page 11,584 represent a shift from 
the idea of a return equal to those on other investments of 
corresponding risks to the idea of a return equal to the 
average on all other electric utility investments. The 
averages presented by Exhibit 46 are not averages which 
assume Equality of choice by individuals among alternative 
investment opportunities. They are weighted averages, 
which assume that each individual investment is in propor¬ 
tion to the ratio of the capital of each enterprise to the 
aggregate capital of all the utilities in the class. 

[15788] Q. Have you examined the statement by Mr. Jo¬ 
seph at page 11,585 of the transcript which reads as follows: 
“Q. I don’t think that answers my question, Mr. 
Joseph. It was, what are the data which may be con¬ 
sidered in a determination of the estimating of the 
cost of equity capital to Penn Water as a component 
of the fair rate of return. 

“A. The cost of equity capital to Penn Water is 
unnecessary in a determination of the fair rate of re¬ 
turn for Penn Water. Furthermore, I am not at all 
sure it can be obtained.” 

A. I have. 

Q. Is it correct to say that an estimate of the cost of 
equity capital to Penn Water is unnecessary in the deter¬ 
mination of the fair rate of return for Penn Water? A. 
No. 

Q. Have you examined the statement by Mr. Joseph at 
page 9963 of the transcript which reads as follows: 

“Q. Well, would you say then that the credit of an 
enterprise does depend upon the composite appraisal 
of investors as expressed in the market place? 

“No.” 

A. I have. 
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Q. Is that a correct statement? A. No. 

[15789] Q. Why not? A. Mr. Joseph, himself, stated at 
the top of page 9958 that the cost of capital depends upon 
the investor’s appraisal of the risks present in the invest¬ 
ment. It is obvions that the cost of capital to an enterprise 
is directly dependent upon its credit. In this connection 
Mr. Joseph said at the top of page 11,592 that it is fair to 
say that the measures of the credit of an enterprise are the 
yield rates at which creditors buy bonds as well as the 
eamings-price ratios, if those earnings-price ratios express 
the prospective return basis upon which the stock is sold 
in the market. 

Q. Have you examined the statement by Mr. Joseph at 
pages 10,324 and 10,325 as follows: 

‘ ‘ Should the carry-over on the bonds issued in 1928 
affect the cost of capital in 1944? I say no, and I think 
that the fact that the carry-over may be either a debit 
or a credit dependent upon the style or fashion of 
financing in 1928 is a complete answer for my question. 
The utility during the period from 1928 to 1944 was 
charging rates sufficient to recover the costs of its capi¬ 
tal, and that without regard to whether the bonds had 
been issued at a discount or a premium.” 

A. I have. 

Q. Is that a correct statement? [15790] A. No. 

Q. Wliy not? A. It must be assumed that the utility 
was charging rates sufficient to recover the costs of its capi¬ 
tal on the basis of an assumption that the capital contracts 
would remain undisturbed until maturity. To disallow the 
unamortized costs in rate of return determination is to 
penalize investors for inability of management to forecast 
trends of capital costs. It would be an application in rate 
regulation of a rule of hindsight rather than of foresight. 

It is obvious that a discount or a premium may be ex¬ 
perienced depending upon the selection of coupon rate 
which seemed most desirable at time of financing. The ex- 
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perience may reflect “style or fashion of financing in 1928”. 
It does not follow that it reflects imprudent managerial de¬ 
cisions. Premiums payable upon redemption of outstand¬ 
ing bonds are an unavoidable cost of the opportunity to 
obtain debt or preferred stock capital at the currently low 
rates. Retroactive application of revised regulatory stand¬ 
ards, which deprive utilities of the opportunity to recover 
unavoidable costs, or penalize investors for managerial de¬ 
cisions which were rational and prudent when made, in¬ 
creases the hazard associated with utility investments and 
tends to increase the returns demanded by equity investors. 

• « • 

[15802] Cross-Examination. 

By Mr. Goldberg: 

• • • 

[15819] Q. In stating the first alternative in your prepared 
testimony you say it is to “ adjust the earnings-price ratios 
in order to recognize some of the obvious circumstances con¬ 
sidered by investors in arriving at their appraisals, and, in 
addition, to recognize the existing significance of circum¬ 
stances for which quantitative adjustments are not feas¬ 
ible.” 

Now then, you speak of recognizing only some of the 
obvious circumstances. Will you tell us why in the first 
alternative mentioned by you recognition is to be given 
only to some of the obvious circumstances and others are 
not to be recognized? [15820] A. I believe that recog¬ 
nition and consideration should be given to all the obvious 
circumstances influencing investor-appraisals and having a 
bearing on the extent to which the arithmetical relationship 
between reported earnings and market price may be mis¬ 
leading as an indication of capitalization rates. The point 
is that in the process of giving such recognition and con¬ 
sideration to those circumstances some are susceptible of 
quantitative recognition and some are not. 
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I may observe further that the testimony to which you 
have referred relates particularly to page 38-A of Exhibit 
46; that the observations there made as to procedures which 
would have given significance to the data are particularly in 
recognition of that page of exhibit independently of page 38, 
the preceding page. 

• • • 

[15887] Q. You have at transcript 15,759 stated that un¬ 
due respect for form, as distinguished from fact and sub¬ 
stance, has resulted in inconsistent treatment of similar 
items in the preparation of the data presented by pages 
38 and 38-A. 

I was interested in securing from you all of these ex¬ 
amples of inconsistent treatment of similar items. I under¬ 
stand that you have not made a study which enables you 
to tabulate all of them, but you say you are aware of a cer¬ 
tain number of them. 

I was interested in getting from you the inconsistent 
treatment of similar items of which you are aware. A. 
That particular category, of course, refers only to non¬ 
recurring items which were of the character which might 
have been adjusted for in the income statement which was 
published. 

Q. May I interpose at that point? 

In your last answer I take it that the reference in lines 
2 to 5 at transcript 15,759 is to the category referred to by 
you as non-recurring items of a character which might have 
been adjusted for in the income statement which was pub¬ 
lished. Is that right? A. Yes. 

Q. Idaho Power Company was an illustration of one of 
that character? A. Idaho Power Company was an illus¬ 
tration. The practice [15888] of adjusting for significant 
non-recurring tax savings is, of course, a relatively recent 
development. Its development was coincidental with the 
war-time increase in income tax rates, and as the result 
during the latter part of the period reflected on page 38 the 
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adjustments were generally already made in the published 
income statements, and during that latter part of the pe¬ 
riod Idaho Power is, I believe, the only instance of that 
particular kind of non-recurring item for which adjustment 
had not already been made in income statement. 

I believe during the earlier years there will be found 
instances where it was not made in published income state¬ 
ments. 

Q. You say that of recent years adjustments are al¬ 
ready reflected in the published statements. Does that be¬ 
gin with 1943, or what year? A. I am sure it was 
not a change of form which had any abrupt beginning. I 
will place it generally at an earlier date closer to 1941,1941 
and 1942. 

Q. Now, then, can you give us these other instances 
of which you are aware where there has been the incon¬ 
sistent treatment of similar items in the preparation of 
pages 38 and 38-A of the category which you have indicated 
your statement had reference to? A. Limited to that 
particular category, adjustment for federal income tax 
savings, I have in mind no illustration, I think it is correct 
to say there were such federal income [15889] tax savings 
in connection with refinancing of debt or other transactions 
which gave rise to unusual deduction from net taxable in¬ 
come, and if analysis were made, such illustrations could 
be found for the year 1940, perhaps for latter years, and 
certainly for earlier years. 

Q. You have not made that analysis? A. I have 

not. 

Q. Considering your illustration as respects Idaho 
Power Company, is it your suggestion that the 50 cents per 
share, or a total of approximately $225,000, should have 
been deducted from the reported net income available for 
common before determining the earnings-price ratio? 

You will find that also on transcript 15,759, Dr. Foster. 

A. May I have the question, please? 

(Question read.) 
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The Witness: I believe that if the amount to which you 
refer is deducted, the resulting net income is a better state¬ 
ment of earnings available to the equity or per share under 
the conditions existing during the year 1945. 

By Mr. Goldberg : 

Q. My question is, is it your statement that that should 
have been done, that the deduction should have been made 
before determining the earnings-price ratio? A. Well, 
I have testified that my position is that the earnings should 
be so stated as to provide the best possible [15890] ex¬ 
pression of earnings under the conditions existing during 
the period, or that in lieu of such arithmetic treatment, con¬ 
sideration should be called to the facts and their signifi¬ 
cance indicated. 

Q. Either one of those, in your opinion, should be 
done in determining the earnings-price ratio? A. Either 
the one or the other as a general proposition and, of course, 
the reference to Idaho Power Company, the 50 cents per 
share, is intended as a mere illustration. 

Q. Using Idaho Power Company for the sake of the 
question, you are saying one or the other should be done 
in determining the earnings-price ratio, either a deduction 
or calling attention to the fact. A. Either deduction and 
calling attention to the related circumstances, or calling 
attention to the particular fact among other circumstances 
which influenced the prospect of income. 

Q. With respect to Idaho Power Company, what other 
circumstances do you have in mind? A. We have already 
reviewed a substantial number of other circumstances which 
were common to Idaho Power Company as well as to others 
of the 14. 

Q. You mean the effects of the tax laws and increasing 
demand for service, electric service wage trends, things of 
that nature that we have earlier discussed. Is that it? 
[15891] A. That is right, although you were the one who 
included the atomic power. 

Q. Yes. 
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Trial Examiner: Did yon make a check calcula¬ 
tion using earnings and prices to obtain a comparative 
earnings-price ratio for these 14 companies appearing 
on page 38-A? 

The Witness : As of that date, and taking into account 
the circumstances which we are discussing? 

Trial Examiner: Yes. 

The Witness: No, I have not. I did do so for the 
smaller group of six in connection with my direct testi¬ 
mony. 

I should amend that statement. I did so for earlier 
years since at the time of the direct testimony the annual 
reports and other information were not yet available for 
the year 1945. 

Trial Examiner : Have you done anything on those 
six companies since you last appeared on the stand in 
connection with your rate-of-return testimony? 

The Witness: I have in other connections, Mr. Ex¬ 
aminer. I have not been asked to bring the exhibit up to 
date and it would, in fact, contribute little or nothing to 
the conclusions to bring it up to date. 

Trial Examiner: But in those calculations you 
would have a direct comparison for the corresponding 
earnings-price ratios that are on page 38-A for those 
six companies. 

[15892] The Witness: I would have a direct comparison 
with the corresponding earnings-price ratios which are on 
the working papers and which are reflected in the form of 
averages on page 38. 

By Mr. Goldberg : 

Q. Dr. Foster, we have just talked about one adjust¬ 
ment specifically in dollars and cents; that is, the 50 cents 
per share adjustment. What other adjustments should be 
made to the reported earnings, reported net income avail- 
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able for common of Idaho Power Company before deter¬ 
mining the earnings-price ratios? 

In asking that question I am not merely interested in 
the general nature of the adjustment but I am interested 
in the cents or dollars of adjustment. A. I may say this, 
Mr. Goldberg: The awareness of the nature of adjustment, 
or the consequence of failure to recognize trends and ex¬ 
isting circumstances, does not depend upon having made 
a precise calculation of dollar amounts, and, further, that 
I have not assumed the burden of making such calculations 
for the 14 companies represented on pages 38 and 38-A of 
Mr. Joseph’s exhibit. 

• • • 

[15893] Q. Would the consideration of all the necessary 
adjustments materially affect the net income available for 
common in connection with the determination of the earn¬ 
ings-price ratios other than the 50 cents per share we have 
already discussed? A. Consideration of all of the cir¬ 
cumstances would indicate a material difference between 
reported equity income and equity income prospectively 
available at the time for which these prices are taken. 

Q. What adjustment do we make in addition to the 
50 cents per square for consideration of all these other 
necessary adjustments? A. If you are asking me for 
indication of the kind and character of such adjustments, 
I am unable to respond. 

Q. No, I am talking about the dollars and cents of the 
adjustments. A. I have answered that question. 

Q. You mean you cannot tell us? A. I can tell you, 
for instance, that the excess profits tax liability of the 
Idaho Power Company was $665,000 for the year 1944; it 
was $260,000 for the year 1945, and would have been sub¬ 
stantially more in the absence of non-recurring credits; 
that the federal income tax for the year 1945 is [15894] 
$645,000, and that the prospective effect of the rates estab¬ 
lished by the 1945 Revenue Act was a significant and sub¬ 
stantial reduction of those federal tax liabilities and a 
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corresponding increase, everything else being equal, in 
equity income. 

Q. Taking all of that into account, which you say the 
investor takes into account, can you tell us what dollars 
and cents adjustment we are to make in the net income 
available for common before using it to determine the 
earnings-price ratio? A. I have had no occasion to pre¬ 
pare precise dollars and cents estimate. 

Q. Can you approximate it? A. Not without ex¬ 
penditure of time. 

Q. Does the investor make a quantitative adjustment 
for all these matters you have discussed? A. A careful, 
refined investment analysis certainly would have done so. 

Trial Examiner: What do you mean by “re¬ 
fined”; anything more than careful? 

The Witness: Perhaps not, Mr. Examiner. I was 
using the word “careful” in the sense of care and ac¬ 
curacy, and the word “refined” in the sense of considera¬ 
tion of all or substantially all, of the pertinent considera¬ 
tions. 

By Mr. Goldberg: 

[15895] Q. Isn’t it a fact that after an investor had done 
all that he might still end up with no more of an adjust¬ 
ment than 50 cents per share because of the offsetting 
nature of some of the adjustments you consider? A. 
Certainly. The investor making his adjustments and rec¬ 
ognizing the trends and the circumstances may find them 
to be offsetting. It is equally true that at other times 
they are not offsetting but have their influence in the same 
direction. Therefore, it follows that if, as a matter of 
accident, they are offsetting, the earnings-price ratios com¬ 
puted as they are computed for the purpose of Exhibit 46 
tend to be representative and usable. 

If, as a matter of accident, they are not offsetting, 
then they may be wide off the mark. 
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[15896] Q. Do non-recurring items occur nearly every 
year? A. During the recent years, particularly since the 
high income tax rates have motivated readjustments, cor¬ 
porate and otherwise, non-recurring items have tended to 
be present continually. That is far from true in the same 
degree 15 or 20 years ago. 

Q. Would you say that with respect to the immediate 
future they will tend to appear nearly every year? A. 
I would say that the motivation to sell surplus property, 
to obtain benefits from write-off of debt discount and ex¬ 
pense, etc., will not be as strong as it has been for the past 
half-dozen years. 

Q. Does that mean that in the immediate future you 
think non-recurring items won’t tend to appear every year? 
A. I have no basis for conclusion as to that. I assume you 
are referring to any particular company. 

Q. When the investor considers these non-recurring 
items and makes allowance for them, does the allowance 
he makes reflect in the price he pays for the stock? A. 
I am trying to understand the question. I may put it this 
way: If in the case of a given enterprise there is experi¬ 
ence during a year of a non-recurring tax saving, so-called, 
which increased earnings per share by 50 per cent of what 
they otherwise would have been, investors would tend to 
disregard the additional 50 per cent of earnings in ap¬ 
praising [15897] the future. 

Q. And pay a price accordingly? A. And pay a 
price accordingly, yes. 

Q. Now, then, if the actual income as reported of the 
Idaho Power Company had been adjusted by this 50 cents 
per share, it is a fact, is it not, that the earnings per share 
would have been reduced from $2.92 to $2.42 per share? 
A. That would be the effect on earnings of that particular 
adjustment. 

Q. And the earnings per share to December 31,1946, of 
Idaho Power Company were $2.74 per share. Isn’t that so? 


J. Rhoads Foster, Cross 


1827 


Mr. Sparks: May I have the question, please? 

Trial Examiner: Yes. 

Mr. Goldberg : I might be able to help you by show¬ 
ing you photostatic copies of pages 1592 and 1593 of 
the February 8, 1947, supplement to Moody’s Public 
Utilities. 

(Question read.) 

The Witness: $2.74 is the earnings per share as re¬ 
ported by Moody’s Public Utilities for the 12 months ended 
December 31, 1946. 

By Mr. Goldberg: 

Q. That is mathematically a difference of 32 cents 
between the $2.74 and the $2.42, is that right? The $2.42 
is the earnings per share after adjustment of the 50 cents 
per share? [15898] A. A difference of 32 cents. 

Q. The difference between the earnings as reported to 
December 31, 1945, which Mr. Joseph used and the actual 
1946 earnings which we have just referred to of $2.74 is 
only 18 cents per share, namely, the difference between 
$2.92 and $2.74. Isn’t that so? A. I am lost with these 
figures. May I have it read? 

(Question read.) 

The Witness: That is right. 

By Mr. Goldberg: 

Q. You have at transcript 15760 and 15762 criticized 
Mr. Joseph’s opinion with respect to the conversion of the 
convertible debentures of the Commonwealth Edison Com¬ 
pany and their relationship to the eamings-price ratios 
which were used by Mr. Joseph. Have you determined 
what effect on earnings available for common was brought 
about by that conversion? A. I have made the analysis 
for Commonwealth Edison Company for the year 1945. I 
do not have that analysis here and I do not recall that in 
that connection I made a separate determination of what 
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the result would have been with reference to the effect of 
the treatment of the convertible debentures. 

Q. Does that mean that you can not tell us what the 
effect would be on the 5.35 per cent shown on page 38-A of 
[15899] Exhibit 46 for Commonwealth Edison Company? 
A. The effect would be the arithmetic result of increasing 
equity income by the requirements of the debentures and 
dividing that amount of income by a number of common 
shares increased to correspond to the number which would 
be outstanding after the conversion. I have not made the 
arithmetic computation. 

Q. You would have to take into account in that com¬ 
putation, wouldn’t you, the Federal income tax effect? 
A. That is correct. 

Q. We have, we think, made the correct computation, 
and according to our computation the 5.35 per cent be¬ 
comes 5.14 per cent. I would appreciate your checking that 
and to facilitate that check we will be glad to supply you 
with the method we used in arriving at that result. A. 
I will be glad to accept it. It appears within the range of 
what I would expect it to be. 

Q. Yes. And of course changing the 5.35 per cent to 
5.14 per cent wouldn’t have any effect on the 4.99 which is 
the average at the bottom of the last column on page 38-A. 
Isn’t that so? A. It would have very insignificant effect. 
I may comment that I believe the choice of methods should 
not be controlled by the direction of effect of alternative 
methods nor by the quantitative [15900] effect in a given 
situation if in other situations the quantitative effect might 
be substantial. 

Q. You seem to have anticipated a question I had much 
later on, but I think I will wait until we get to that. 

You have testified at page 15765 that the significance 
of the earnings-offerings-price ratio, at the bottom of the 
page, presented on page 40 of Exhibit 46 is impaired by 
errors committed in their determination. Isn’t that right? 
A. That is right. 
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Q. To what errors do you have reference, Dr. Foster? 
A. I believe I have illustrated the errors by particular 
reference to the determination for the offering of common 
stock by Sioux City Gas and Electric Company and the 
offering of common stock by Central Vermont Public Serv¬ 
ice Corporation. 

Q. I am interested in getting all these other errors 
on page 40. Are you in a position to tell us what they are? 
A. Again I have not felt myself under the burden of making 
determinations in each and every instance. I have made 
such an analysis of each of the issues represented on page 
40 for my own purposes rather than for the purpose of 
identifying or measuring the effect of errors which in my 
opinion Mr. Joseph may have made. 

Q. Does that mean that you can not name or specify 
all the errors committed in the preparation of page 40 of 
[15901] Exhibit 46 which impair the usefulness of that 
page other than the illustrations for Sioux City Gas and 
Central Vermont Public Service? A. Impairment is a 
matter of degree. 

Q. Just as you have used it, Dr. Foster? A. The 
two issues to which you refer were the instances in which 
I found the most significant errors. In other instances I 
would not and did not reach results precisely correspond¬ 
ing to those reached by Mr. Joseph. It perhaps should not 
be expected that two analyses would do so. There are 
other instances where the variation is significant; there 
are still others where it is not. I would have to make a 
comparison issue by issue in order to tell you what the 
differences are. I would have to go further and study 
them in order to determine what his errors are, if there 
are errors in all instances. 

In other words, without description by Mr. Joseph as 
to how he reached the statement of earnings-offering-price 
ratios in each instance reconstruction of his methods at 
times becomes guesswork. 
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Q. Do I understand that when you stated the signifi¬ 
cance of the earnings-offering-price ratios presented on 
page 40 is impaired by errors committed in their determina¬ 
tion, you had not made the analysis that you have just 
stated you would have to make? [15902] A. I have made 
an analysis for the greater part of the instances which was 
an attempt, on the basis of the information available, to 
determine what his method was. 

Q. Does that mean that you have made the necessary 
detailed study to enable you to say that there are other 
errors on page 40, other than those committed with re¬ 
spect to Central Vermont and Sioux City, and that these 
other errors impair that presentation on page 40, signifi¬ 
cance of the presentation on page 40? A. I believe there 
are other errors and that they do tend to impair the presen¬ 
tation although they are not errors of the somewhat gross 
character represented in these two instances. 

Q. What are these other errors you have determined 
were made in the presentation of the material on page 40? 
A. I will have to review notes for a minute to answer that 
question. 

• • • 

Mr. Goldberg: Mr. Examiner, before we proceed 
I wonder if we could have the reporter check several 
matters in the record so that we may have them before 
the witness Watchorn [15903] returns? 

Trial Examiner: Yes. 

Mr. Goldberg: It appears to me that the answer 
is missing at the bottom of transcript 15552. The 
page ends with line 25, but I feel the answer was made 
and would have appeared as line 26. I would like to 
have the record checked on that, and what the answer 
is if there is an answer. 

Trial Examiner: Very well. 

Mr. Goldberg: There are two other places. Un¬ 
fortunately, I didn’t review the record until the record 
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got cold. I can’t figure out what the word should be. 
Transcript 15583, line 12, my recollection, without hav¬ 
ing the record before me right now, is that the words 
I have doubt about are “finance. Judge.” Then it 
stops there. I don’t think the word “finance” is right. 
It doesn’t seem to have any meaning. 

Then at transcript 15584, line 19, in the question 
I asked, the word “finance” again appears. It doesn’t 
seem to make sense in the question, I can’t think of 
what the word was, and I was probably using the 
word the witness suggested earlier. 

If we could have those matters checked and have 
them before the witness Watchorn returns I think it 
would be helpful. 

Trial Examiner : Can you make a spot check, Mr. 
Reporter, during the luncheon hour or during the 
evening? 

By Mr. Goldberg: 

[15904] Q. Dr. Foster, will you now name these other er¬ 
rors which impaired the significance of the earnings- 
offering-price ratio presented on page 40? A. First a 
general reference to the inclusion or exclusion of offerings 
and the statement of number of shares offered. There are 
a substantial number of offerings which are not included on 
page 40 where the circumstance of offering is the same as 
the circumstance existing in the case of offerings which are 
included. The statement of number of shares offered is in 
my opinion erroneous in that it does not reflect the full 
number of shares exposed to appraisal in instances of ex¬ 
change offers which were underwritten. 

With more particular reference to the earnings- 
offering-price ratios as shown by page 40,1 will refer to the 
offerings beginning with the most recent in point of time 
other than the Sioux City Gas and Electric Company offer¬ 
ing in December, 1945. The immediately preceding issue 
was that by Montana-Dakota Utilities Company in October 
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of 1945. The earnings per share available to support that 
issue are shown by page 40 as 72 cents per share. The 72 
cents represents, I believe, reported earnings per share 
available from a public source, probably Moody’s Public 
Utilities. The offering prospectus dated October 26, 1945, 
includes a pro forma income statement for the year 1944, 
which shows gross income before income taxes of $2,847,332. 
The statement of earnings per share, [15905] on the basis 
of the Federal income and excess profits taxes, actually 
payable for the year 1945, determined by reference to the 
pro forma statement of income, is approximately 86 cents 
per share on the 900,000 shares to be outstanding. 

In that connection it may be noted that the net pro¬ 
ceeds were indirectly applied by the company toward pay¬ 
ment of the purchase price of the outstanding securities of 
Dakota Public Service Company. 

Q. Before you go on, Dr. Foster, the 72 cents per share 
shown on page 40 is related to offering of 233,351 and 4/10 
shares. Your 86 cents is related to some 900,000 shares. 
A. The earnings available per share on the shares being 
offered are necessarily the earnings per share on the total 
number of shares to be outstanding, including the shares 
already outstanding and the shares being offered. 

Q. And your 86 cents is on all the shares which would 
be outstanding, including the offering! A. That is cor¬ 
rect. 

Q. Is that right? A. Yes. 

Q. And is it your statement that the 72 cents merely 
is related to the number of shares offered column? A. 
No, I did not so state. 

Q. All right. A. I said that the 72 cents is, I believe, 
available [15906] from reported earnings per share. 

Q. I understand now. I had misunderstood. A. I 
do desire at this time in this connection to say that I do not 
have with me the notes which I made reflecting my investi¬ 
gation offthe earnings per share as stated on page 40. The 
offering prospectus also disclosed the amounts of the Fed- 
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eral tax liabilities, and it should be noted that as of the 
date of this offering the proposed revenue act was before 
Congress and it was signed on the 8th of the following 
month. 

If adjustment is made for the effect of that legislation, 
assuming all other circumstances to be unchanged, the earn¬ 
ings per share become $1.32. It may, I believe, be reason¬ 
ably concluded that the investor appraisals of that offering 
were on the basis of prospective earnings in excess of 86 
cents per share but less than $1.32 per share. 

Q. Why do you say that? A. Pardon? 

Q. Why do you say that? A. Because in general, 
analyses were discounting the savings prospectively to be 
released by the elimination of the excess profits tax. 

Q. Was their appraisal closer to the 86 cents or closer 
to the $1? A. I made, Mr. Goldberg, approximately a 
year ago, an [15907] analysis which consisted of a correla¬ 
tion, or a multiple regression analysis, of the relationship 
between earnings-price ratios and proportionate gross in¬ 
come available to the equity and the dividend pay-out ratio. 
The closest relationship existed on the basis of an assump¬ 
tion of 60 per cent of the released tax savings becoming 
available. The character of that statistical analysis pro¬ 
vided a fairly satisfactory indication of the appraisals of 
that particular factor. 

Q. Then I take it you would say that the investor’s ap¬ 
praisal was based on about 94 cents per share? A. I 
have not applied the 60 per cent here, but it is approxi¬ 
mately 86 cents plus 60 per cent of the difference between 
86 cents and $1.32. 

Q. I was saying the difference between 86 cents and $1. 
It would be higher than 94 cents, then. Then $1.13 in round 
figures? A. Yes, recognizing that this method of split¬ 
ting earnings per share does not give precisely correct re¬ 
sults because it is not the same as applying the 60 per cent 
to the difference in total equity income. 
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Q. If I understand what you have just told us with 
respect to Montana-Dakota Utilities Company, you say the 
representation on page 40 erred in using 72 cents as the 
earnings per share instead of the 86 cents or the $1.32. Is 
that right? [15908] A. I believe that it erred, first, in 
not considering the information available from the prospec¬ 
tus, and, secondly, in not giving consideration to the con¬ 
sequence of tax revision which, as it happened at that time, 
was currently the significant factor. 

Q. And the consequence of the tax adjustment, of 
course, is only one of the many adjustments you say the 
investor would be considering in making. Is that right? 
A. The investors are concerned with the several trends and 
circumstances which affect the prospective income. I would 
say merely that the revision of the war tax legislation being 
currently under consideration, it was important in the minds 
of investors. 

Q. Does that complete your statement with respect to 
Montana-Dakota Utilities Company or are you going to 
give us what you consider is the correct earnings-offering- 
price ratio in lieu of that 6.26 per cent? A. On the basis 
of what I have already said it is readily possible to compute 
an earnings-offering-price ratio. 

[15909] Q. Have you computed it? A. I have not. 

Q. Does that complete your statement with respect to 
the errors in the representation shown for the Montana- 
Dakota Utilities Company; and if so, I would appreciate 
your going on to the others ? A. The next offering listed 
on page 40 is the offering of 142,957 shares by Florida 
Power Corporation in October of 1945. In that case a 
total of 539,240 shares were being sold, of which 396,383 
were being sold by General Gas & Electric Corporation and 
142,857 shares by Florida Power Corporation. 

Then to complete the statement of the circumstances, 
76,793 shares were reserved against subscription by certain 
stockholders, 21,553 shares were in fact subscribed and the 
balance purchased by the underwriters. 
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With reference to the $1.02 of earnings shown per 
share, my recollection is that the prospectus was consulted 
by Mr. Joseph and that the $1.02 reflects that examination. 
The recollection is only of my earlier review and Mr. Jo¬ 
seph’s testimony. 

Q. I am not so much interested in what Mr. Joseph 
looked at as I am interested in finding out if you agree or 
disagree with the $1.02, and if you disagree what you think 
the showing should be. In other words, you talked about 
number of shares offered. You feel the number of shares 
[15910] offered in that column on page 40 is not the proper 
showing? 

Then I would like to have your statement as to what is 
the proper showing without the necessity of the analysis 
of it. A. You want only a direct statement of what I 
think the proper showing would be? 

Q. That is right. A. Here, again, I believe that con¬ 
sideration should be given to the prospective effect of the 
revised tax laws, but in this instance that effect is of rela¬ 
tively less importance than in the case of other issues to 
which attention has been called. I do not believe that my 
examination of the offering prospectus would have indi¬ 
cated earnings per share significantly different from the 
$1.02. There is an item of amortization which has a 6-year 
term which might have been given some consideration. 

My analysis sheet prepared at the time of the issue 
shows $1.07. 

If you desire that I go now into the next offering, 
Central Arizona Light & Power Company- 

Q. I desire that you go to it if there have been errors 
made which you feel impair the significance of the showing 
on page 40. A. Since I have concluded in the case of 
Florida Power Company that such errors as may have been 
made do not significantly impair the meaning of the earn- 
ings-price [15911] ratios, I might have omitted that one. 

Q. I see. A. In the case of Central Arizona Power & 
Light Corporation, I believe that the error consists pri- 
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marily in the failure to recognize the effect of the excess 
profits tax liability which was for that company substantial. 

Q. In other words, in showing 85 cents as earnings per 
share, you feel an adjustment should have been made for 
the federal tax liability. Is that right? A. I do not be¬ 
lieve that in view of the information generally available to 
the purchasers of that common stock and the information 
presented in the prospectus that the acquisition was in fact 
on the basis of the prospective earnings per share of 85 
cents. 

Q. Have you made the adjustment that you think the 
investors made for taxes? A. I will give it to you in the 
same form as in the case of Montana-Dakota Utilities Com¬ 
pany. 

On the basis of 1945 income tax rates I haxe stated the 
earnings per share as 78 cents, and on the basis of the 1946 
income tax rates at $1.29 cents. I should repeat, perhaps, 
that I am referring to an analysis sheet prepared at the 
time of issue. 

Q. "What is the significance of telling us you are re¬ 
ferring to an analysis sheet prepared at the time of the 
[15912] issue? A. Perhaps nothing other than to tell 
you that we undertake as each issue comes out to obtain 
the prospectus and at that time to prepare an analysis sheet 
which we use subsequently. 

Trial Examiner: May I have the answer read, 

please? 

(Answer read.) 

The Witness: The next common stock is an offering 
of the Pacific Gas and Electric Company in September of 
1945. That was a special offering of a listed stock, the sale 
being of the North American Company interest. 

The analysis shows, again, that the tax feature was of 
dominant importance. The earnings per share which I have 
on the basis of the tax rates effective in the year 1945 are 
$2.13, or the same as on page 40. 
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The adjustment for the 1946 tax basis shows $4.07. 

I will go to Central Hudson Gas & Electric Corpora¬ 
tion offering. In September of 1945, I have no significant 
criticism of the 56 cents per share shown by page 40 as 
representing actual earnings during the 12 months ended 
March 31, 1945 on the basis of the tax rates then effective. 
I would, however, call attention to the required reservation 
of net income in the amount of $120,000 per year until the 
year 1971, a requirement by order of the New York Public 
Service Commission. Although deducted prior to the state¬ 
ment of earnings available [15913] to the equity, the 
$120,000 is not in fact non-available to the equity. 

The recognition of the effect of the 1946 tax rates 
would restate the 56 cents per share as 76 cents per share. 

The next offering is that of the Lake Superior District 
Power Company common stock in May of 1945. As of that 
date for the purpose of the statement of the earnings- 
offering-price ratios, I did not attempt a quantitative state¬ 
ment of the effect of income tax law revision, although then 
in prospect. 

The analysis of earnings on the basis of information 
supplied in the prospectus includes two relatively minor ad¬ 
justments which tended to reduce gross income and which 
resulted in $1.64 per share instead of the $1.68. That, of 
course, is an adjustment in a direction contrary to the more 
important consideration of tax revision. 

The Central Illinois Electric & Gas Company offering 
appearing on the immediately preceding line in February of 
1944 was sold to the underwriters by Consolidated Electric 
& Gas Company. 

My analysis shows earnings per share of $1.92 as com¬ 
pared with the $2.33, and I believe it is correct to say that 
the use of the offerings prospectus is the explanation of the 
difference. The earnings-offering-price ratio becomes 10.04 
instead of 12.2. 

Mb. Sparks : Had you finished Central Illinois Gas 

Company? 
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[15914] The Witness: Yes. 

Mr. Sparks: I wonder if you might not want to 
recess at this point before Dr. Foster begins on an¬ 
other company. 

Trial Examiner: I think we have just time to take 
up another company. 

The Witness: The next is Derby Gas & Electric Com¬ 
pany, an offering by prospectus dated August 29,1944. 

Mr. Goldberg: August of 1944? We have Janu¬ 
ary. 

Mr. Sparks : It shows on page 40 as January. 

The Witness: That is what is bothering me, then. 
There is another by Derby Gas & Electric Company in the 
same year, which is not shown on page 40. I continually 
confused them. 

Mr. Goldberg : I see. 

The Witness: I have confused the two and I do not 
have here a record with respect to the offering in January 
of 1944. 

By Mr. Goldberg: 

Q. What was the earnings-offering-price ratio on the 
one you don’t have, which is not shown on page 40? A. I 
have on a tabular sheet data with respect to each of the 
two offerings by that company in 1944. In the case of 
January, the offering in January of 1944, I determined 
earnings per share of $2.56, and in the case of the offer in 
August, 1944, earnings per share of $2.14 based in each 
case on the information contained in the prospectus. 

Q. With respect to August of 1944 offering, I wonder 
[15915] if we could have the data which you used to derive 
the earnings-offering-price ratio for that issue? A. Yes. 
In August, 1944, Derby Gas & Electric Company issued 
54,054 shares of common stock and used the proceeds, to¬ 
gether with other cash, to acquire certain securities of Dan- 
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bury & Bethel Gas & Electric Light Company directly and 
from Cities Service Power & Light Company. The price to 
the public was $20; the price to the underwriters was $18.50, 
and the proceeds to the company, net of company expenses, 
was $18,024. 

Q. Per share? A. Yes. There was no competitive 
bidding. The equity earnings have been stated at $430,314 
for the 12 months ended April 30, 1944 on the basis of the 
analysis of the offering prospectus. 

• • • 

[15916] Q. Dr. Foster, I think you had finished Derby Gas 
& Electric Corporation. I think you have already given us 
Central Vermont. So that takes us to Southwestern Public 
Service, September, 1942 issue. A. Yes, intermediate be¬ 
tween the Southwestern Public Service issue in September, 
1942, and the Central Vermont issue in December, 1943, I 
would have included three issues involved in portfolio di¬ 
vestments by holding companies which are omitted. 

Q. Which ones are those? A. Sales of Houston 
Lighting & Power common stock in May of 1943 at an earn- 
ings-offering-price ratio of about 9.4 per cent; sale of the 
Idaho Power Company common stock in September of 1943 
on a basis of about 8.5 per cent, and a sale of the Public 
Service of Colorado common stock in November of 1943 at 
approximately 11.8 per cent. 

The Southwestern Public Service offering in September 
of 1942 was to the common stockholders of Community 
Power & [15917] Light Company and General Public Utili¬ 
ties in connection with a reorganization. The total num¬ 
ber of shares was 185,000, of which 44,519 were taken by 
the common stockholders and the balance of 140,481 shares 
was offered to the public. The offering was jointly with an 
offer of bonds and preferred stock. 

Page 40 does not in this instance provide a statement 
of earnings per share or of the earnings-offering-price ratio. 
Such a statement might have been set up by reference to 
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the pro forma income statement contained in the offering 
prospectus. It would not, however, have had much meaning 
for the purpose of page 40; that is, earnings per share in¬ 
dicated by the offerings prospectus were about $1.90 a share 
which, of course, in relation to the offering price of $5.00 
per share indicates an uncertain and unsettled situation 
which is not comparable with the other issues tabulated. 

The next common stock on page 40 is the offering by 
San Diego Gas & Electric Company in November of 1941 of 
246,750 shares for new capital. My analysis of the prospec¬ 
tus dated July 8, 1941, and considering additional prospec¬ 
tive taxes and the net effect of a rate reduction indicates 
earnings per share of $1.18 as compared with $1.25 as shown 
on page 40. 

On that basis the earnings-offering-price ratio would 
be 9.07 rather than 9.62 per cent. 

The next item on the list is the offering by Black Hills 
Power & Light Company in October of 1941 of 100,000 
shares, [15918] of which 92,650 shares had been issued to 
General Public Utilities, Inc. as part consideration for the 
Dakota profits of General Public Utilities. Analysis of the 
offering prospectus dated October 28,1941 giving considera¬ 
tion to an expected tax increase indicates earnings of $2.53 
per share and an earnings-offering-price rafio of 15.3 per 
cent. Here, again, there is being established something of a 
new situation without a record of experienced earnings and 
the earnings-offering-price ratio is out of line with more 
mature situations. 

Page 40 does not show earnings per share but states 
that information is not available. 

Q. It is very much like that Southwestern Public Serv¬ 
ice, is it? A. It is generally the same kind of situation. 
The fact is that information is available but the facts are 
such as to make the information not particularly useful or 
significant in connection with the purposes of page 40. 

Q. Did you give us the earnings-offering-price ratio for 
that Southwestern situation? I don’t think you did. You 
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said earnings per share were $1.90. A. In relation to an 
offering price of $5.00, earnings-offering-price ratio would 
be 38 per cent. 

Q. Yes. A. Obviously, not significant. 

Q. All right. [15919] A. The next offering is that 
of the Louisville Gas & Electric Company in October of 
1941 which was not underwritten. This was an offering by 
the company to the public and any security dealer or broker 
at a discount of 75 cents from the price to the public. 25,690 
shares out of 150,000 offered were purchased and the bal¬ 
ance was taken up by the holding company. 

There was, of course, no offering prospectus. The 
analysis which I have of the earnings for the year 1940, 
which is for a date other than that shown by page 40, indi¬ 
cates $1.25 as compared with $1.49. There is, of course, 
no comparison between the two analyses. 

The next item is an offering of 28,336 shares of United 
Illuminating Company common stock which was sold to the 
underwriters by United Gas Improvement Company in Sep¬ 
tember, 1941. My analysis of the earnings per share and 
earnings-offering-price ratio in this instance gives results 
which coincide with those shown on page 40. 

325,000 shares of Missouri Utilities Company common 
stock, offered in September, 1941, were sold to the under¬ 
writers by Community Power & Light Company jointly with 
an offering of bonds and preferred stock by Missouri Utili¬ 
ties Company. In this instance also my analysis of the 
earnings per share and the earnings-offering-price ratio 
gives the results which coincide with those presented by 
page 40. 

[15920] The next issue is a sale to the underwriters of San 
Diego Gas & Electric common stock by Standard Gas & 
Electric Company in July. 1941. The analysis of the offer¬ 
ing prospectus indicated earnings per share of $1.07 and an 
earnings-offering-price ratio of 7.4 per cent as compared 
with the 11.3 per cent shown by page 40. 
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I have next an offering by Connecticut Light & Power 
Company in April of 1941 which is not listed on page 40. 

Q. What was the basis for that offering, the earnings- 
offering price? A. The source of the information is the 
offering prospectus. 

Q. I was wondering what earnings-offering-price ratio 
you had. A. 7.3 per cent. 

Q. All right. A. I do have the offering of Michigan 
Public Service Company common stock by the trustee for 
Inland Power & Light Corporation in October, 1940 jointly 
with an offering of bonds and preferred stock by Michigan 
Public Service Company. 

The analysis of the offering prospectus indicated for 
the Michigan Public Service Company common stock, pros¬ 
pective earnings of $1.88 per share, or an earnings-offering- 
price ratio of 13.2 per cent. 

The next is the West Penn offering by the company of 
[15921] 160,000 shares in April of 1940 for the purpose of 
providing proceeds to be expended for construction pur¬ 
poses. The offer was jointly with an issue of 3% million of 
bonds. 

The statement of equity earnings per share indicates 
$1 .70 and an earnings-offering-price ratio of 6.29. 

In the case of Indianapolis Power & Light Company, 
the total number of shares offered was 714,835 shares, of 
which 68,850 represented new financing, and the balance for 
sale to holding company interests. 

I believe the earnings per share and the earnings- 
offering-price ratio is appropriately stated with reference 
to the total number of shares being offered. So stated, I 
have $1.76 per share and earnings-offering-price ratio of 
7.33. 

In the case of the Newport Electric Company, which 
was a sale to the underwriters by Utilities Power & Light 
Corporation, jointly with the sale of bonds by the Newport. 
Electric Company, the earnings per share were $2.53 and 
earnings-offering-price ratio was 8.56 per cent. 


J. Rhoads Foster, Cross 


1843 


I find that I have excluded Boston-Edison, the offer¬ 
ing of December, 1935, from this tabulation. I have no 
information concerning it. 

Trial Examiner: $3.53 instead of the $2.85? 

Mr. Goldberg : $2.53. 

The Witness: Which was that, Mr. Examiner? 

Trial Examiner: Newport. 

[15922] The Witness: Newport, earnings per share were 
$2.53 and the earnings-offering-price ratio 8.56 per cent. 

By Mr. Goldberg : 

Q. You gave us the earnings-offering-price ratios as 
determined by you, about half of them, and on the other 
half you did not. I think maybe we had better complete 
the record and get them all in. 

For Central Vermont Public Service Company the 
earnings, I think the record shows, are $1.53 per share as 
determined by you. That would mean an earnings-offering- 
price ratio of 9.5. Is that right? A. May that be read? 

(Question read.) 

The Witness: That is right. I have 9.56. 

By Mr. Goldberg : 

Q. And the earnings-offering-price ratio for Derby 
Gas & Electric, January, 1944 offering, works out to 14.2. 
Is that right? A. That is right. 

Q. You gave us Central Illinois but not Lake Superior 
Power ratio. I have worked it out to 7.29. 

Trial Examiner: Which is that? 

Mr. Goldberg : Lake Superior. 

The Witness: I have the same percentage. 

Trial Examinee: What is that? 


[15923] Mr. Goldberg : 7.29. 

Trial Examiner: You used the 2.36 for Derby? 
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Mr. Goldberg : Yon mean earnings per share? 

Trial Examiner : Yes. 

Mr. Goldberg: 2.56 as determined by Dr. Foster. 
2.36 and 13.1 are related. 

Trial Examiner: Yes. 

By Mr. Goldberg : 

Q. With respect to the Central Hudson Gas, Electric 
Corporation, what earnings-offering-price ratio was it that 
you had, Dr. Foster, based upon your 60 per cent relation¬ 
ship you talked about in connection with your income tax 
adjustment? I have worked it out to 6.94. A. Correct. 

Q. And for Pacific Gas & Electric, using the same 
derivation, it worked out to 8.23. A. I check that per¬ 
centage, also. 

Q. Central Arizona Light & Power Company came to 
8.27 earnings-offering-price ratio. A. Yes. 

Trial Examiner: How did you use that? 

Mr. Goldberg: We had earnings of 78 cents and 
$1 .29 to work with. Take 60 per cent of the difference 
between those two and you come out to about $1.09. 

Trial Examiner : I see. 

[15924] The Witness: Correct. 

By Mr. Goldberg : 

Q. Florida Power Corporation came out to 6.59 earn¬ 
ings-offering-price ratio. Is that right? A. Yes. 

Trial Examiner: Did you do the same thing there? 

Mr. Goldberg : Yes. 

The Witness: Yes. 

Trial Examiner : 60 per cent, I mean. 

Mr. Goldberg: Well, there I had only a $1.00 fig¬ 
ure, $1.07, from Dr. Foster. 
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The Witness: May that be restated? Did you say 
$6.59? 

By Me. Goldberg : 

Q. 6.59, yes. A. I got 6.59 in relation to $1.13 as the 
earnings per share. 

Q. You said $1.07. I have that down there. 

What is it with respect to $1.07? A. I have 6.31, 
$1.07 being the unadjusted earnings for the year ended 
July 31,1945. 

Q. $1.13 is an unadjusted figure or is it a different 
period of time? A. I believe the $1.13 represents the 60 
per cent adjustment. 

Q. I see. 

[15925] Montana-Dakota Utilities Company, the earnings- 
offering-price ratio works out to 9.86. Is that right? A. 
Correct. 

Trial Examiner: What did you use there for the 
per-share earnings? 

Mr. Goldberg: The 60 per cent of the difference 
between 86 and $1.32 added to 86, I think, gives you 
about $1.13. 

The Witness: That is right. 

Trial Examiner: The same figure you used above, 
then, the one next to the above? 

Mr. Goldberg: They happen to be the same. 

The Witness : Yes. 

By Mr. Goldberg : 

Q. And completing it for Sioux City Gas & Electric 
Company, the earnings per share were $1.89 and the earn- 
ings-offering-price ratio on that basis was 6.55? A. That 
is right. 

Trial Examiner: You didn’t use the 60 per cent 
there, did you? 

The Witness: Yes. 



1846 


J. Rhoads Foster, Cross 


Trial Examiner: Yon did? 

The Witness: Yes. 

• • • 

[15971] Trial Examiner: The hearing will be in order. I 
think we had better get straight on the rulings made 
on May 2 at transcript page 15799 to transcript page 
15800 and 15833 and 15839. 

Again at transcript 15799 parts of the prepared 
testimony that were stricken referred to the pagination 
of the prepared testimony before transcription by the 
reporter pursuant to the direction of the Examiner. 

It should be stated that the rulings apply to the 
official transcript as follows: 

The first ruling striking testimony applies to 
transcript 15746, line 18, continuing over to page 15747, 
line 4, both inclusive. 

The second ruling applies to transcript page 15751, 
lines 10 to 24, both inclusive. 

Next, transcript page 15758, beginning with line 9 
and continuing over to 15759, line 1. 

Next, to transcript 15774, the phrase “By design” 
in line 25. 

The next applies to 15775, lines 8 to 11. 

Mr. Goldberg: Line 8 beginning with the word 
“but”? 

Trial Examiner: Yes, but not including the word 
“the”, and the phrase “concealed” at line 15. 

Next, 15783, lines 14 and 15; next 15789, lines 2, 3 
and [15972] 4, through the word “investment” and 
line 6, beginning with the phrase “in this connection” 
and continuing through line 11. 

The ruling at transcript page 15833 strikes the 
testimony on page 15773, lines 2 to 11, inclusive, and 
the ruling at transcript page 15839 strikes the testi- 
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mony beginning with line 25 on page 15773 through 
line 14 on page 15774. 

Mr. Goldberg: Didn’t that ruling strike out the 
answers appearing at lines 19 and 23 of page 15773? 

Trial Examiner: No. 

Mr. Sparks : May the record show that I renew my 
objection to Your Honor’s rulings? 

• • • 


[15974] J. RHOADS FOSTER 

• • • 

Cross-Examination (Resumed). 

By Mr. Goldberg : 

• • • 

[15990] The Witness: It does not appear. I have here a 
computation for each of the fourteen companies as at March 
31,1947 made in the manner which Mr. Joseph used for the 
purpose of page 38-A. 

Trial Examiner: You have not put those in? 

The Witness: I have not put those in. 

Trial Examiner: Do you have them available 
there and could you read them in the record? 

The Witness : If the Examiner desires, I would be glad 
to do so. 

By Mr. Goldberg : 

Q. You say you are going to read into the record the 
March 30, 1947 earnings-price ratios? [15991] A. If 
the Examiner desires that I do so. 

Trial Examiner: March 30, 1947? 

The Witness : March 31. 

Trial Examiner : And this will be what the witness 
Joseph has called the ‘‘Earnings-Price Relation”? 
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The Witness : As I understand the method used by Mr. 
Joseph. 

By Mr. Goldberg : 

Q. These that you are going to read into the record are 
supposed to be determined on the same basis that Mr. 
Joseph determined his, or are these adjusted earnings-price 
ratios! A. No, as I just said, on the same basis that Mr. 
Joseph used as I understand their basis. 

Trial Examiner: And your latest earnings, will 

they be in every case for December, 1946! 

The Witness: I believe so. 

Trial Examiner: And if they are not, would you 

indicate it! 

Mr. Sparks : It will be for the year 1946. 

Trial Examiner: The calendar year 1946! 

The Witness: That is right, the year ended December 
31, 1946. 

Does the Examiner desire that I read the earnings per 
share and the ratio, or shall I also include the market price! 

Trial Examiner: You may include all three. 

The Witness: For Bangor Hydro Electric Company, 
a market price of $31; earnings per share of $3.06 and a 
ratio of [15992] 9.87 per cent. 

For Boston Edison Company, a market price of $44, 
earnings per share of $2.53, and a ratio of 5.75 per cent. 

For Cleveland Electric Illuminating Company, a mar¬ 
ket price of 38%, earnings per share of $2.55, and a ratio 
of 6.58 per cent. 

For Commonwealth Edison Company, a market price 
of 29%, earnings per share of $1.91 and a ratio of 6.42 per 
cent. 

For Consolidated Edison Company of New York, a 
market price of 27%, earnings per share of $2.20 and a 
ratio of 8.07 per cent. 
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For Consolidated of Baltimore, a market price of 75%, 
earnings per share of $5.46 and a ratio of 7.21 per cent. 

For Detroit Edison Company, a market price of 27.18, 
earnings per share of $1.67, and a ratio of 6.16 per cent. 

For Houston Light and Power Company, a market 
price of 87%, earnings per share of $5.48, and a ratio of 
6.25 per cent. 

For Idaho Power Company, a market price of $35, 
earnings per share of $2.74, and a ratio of 7.83 per cent. 

For Indianapolis Power and Light Company, a market 
price of 26%; earnings per share of $3.23 and a ratio of 
12.07 per cent. 

For Pacific Gas and Electric Company, a market price 
of 39%ths, earnings per share of $2.72 and a ratio of 6.86 
[15993] per cent. 

For Pennsylvania Water and Power Company, a mar¬ 
ket price of 63%ths; earnings per share of $4.73, and a 
ratio of 7.46 per cent. 

For Philadelphia Electric Company, a market price of 
24%; earnings per share of $1.72 and a ratio of 6.95 per 
cent. 

For Southern California Edison Company, a market 
price of 33%, earnings per share of $1.94, and a ratio of 
5.86 per cent. 

I have determined the simple average, Mr. Examiner. 
I have not determined a weighted average. 

Trial Examiner: What is the simple average? 

The Witness: The simple average is 7.38 per cent. 

• • • 

[15996] Q. Now, without concerning ourselves with what 
Mr. Joseph did, the fact is that you are not in a position to 
tell us whether Bangor Hydro Electric Company or any 
of the other companies listed on page 38-A are companies 
of corresponding or comparable risks and uncertainties to 
Penn Water, is not that right? A. I have had no occa¬ 
sion to make studies for the purpose of establishing the 
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degree of comparability between the Penn Water equity 
investment and the others identified on page 38-A. I do 
know that there is substantial variation between those op¬ 
portunities for investment with respect to character and 
quality of risk, that they are not comparable with each 
other, that probably some are comparable with Penn Water 
and some are not. I have had no occasion to make an 
explicit determination. 

• • • 

[16004] Q. Several years ago did you conclude that it was 
sufficiently comparable to New Jersey Power and Light 
Company to be used as a measure of determining the rate 
of return for New Jersey Power and Light Company? 
A. The formula for a determination of the rate of equity 
return to New Jersey Power and Light Company, which 
is embodied in the so-called New Jersey plan which has 
a continuing application to New Jersey Power and Light 
Company, includes Boston Edison common stock as one 
among ten common stocks which are used for the purpose 
of establishing an average earnings-price ratio which aver¬ 
aged over a period of time and subjected to the addition 
of a multiplier fixes the annually determined return on 
equity capital for New Jersey Power and Light Company. 

I would like to add in further answer to your question 
that that selection of Boston Edison among the ten was 
not based upon comparability with New Jersey Power and 
Light Company but upon considerations of representative¬ 
ness of the market prices of the common stocks and the 
reliability of such evidences of investor appraisals and 
changing appraisals. 

Q. The selection was based upon meeting the criteria 
in the Bluefield case including correspondence of risks and 
uncertainties; is not that so? A. That is an incorrect 
statement. I do not want to quibble, Mr. Goldberg. 

[16005] The selection was not based upon the consideration 
that Boston Edison, among others, was comparable with 
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New Jersey Power and Light equity as an investment op¬ 
portunity. 

The formula provided for a multiplier which results 
in an upward adjustment of the average earnings-price 
ratios to recognize what we have believed to be a difference 
in investment quality and risk 

Q. The companies used in developing the rate ad¬ 
justment plan for New Jersey Power and Light Company 
appear on page 10 of a report issued by the Board of 
Public Utility Commissioners for the State of New Jersey 
on the New Jersey rate adjustment plan; is not that so? 
A. That is right. 

Q. And you are familiar with this report, which is 
dated March 28, 1944, are you not? A. With the assist¬ 
ance of Major Flagg, I wrote the report. 

Q. Yes, that saves me another question. 

The ten companies are Boston Edison Company, Cen¬ 
tral Hudson Gas and Electric Company, Cleveland Electric 
Illuminating Company, Commonwealth Edison Company 
and subsidiaries, Connecticut Light and Power Company, 
Consolidated Edison Company and subsidiaries, Consoli¬ 
dated Gas Electric Light and Power Company of Balti¬ 
more, Detroit Edison Company, Philadelphia Electric Com¬ 
pany and Pennsylvania Water and Power Company; is not 

that so? A. Yes, sir; • • # 

• • • 

[16008] Q. But I am asking you whether it is your state¬ 
ment that when the ten companies were used in developing 
this New Jersey rate adjustment plan, it was considered 
that they were not reasonably comparable to New Jersey 
Power and Light Company? A. I have answered that 
it was considered that they were sufficiently non-compar¬ 
able that that non-comparability was recognized by a 

quantitative adjustment in the formula. 

• • • 

[16010] Q. Are you referring to the selection of the 
barometer group which heading appears on page 79? A. 
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The barometer group is a short identification of the ten 
companies. 

Q. Now, with respect to those ten companies in the 
selection of the barometer group, this statement appears, 
“The rate of return (expressed as earnings, not dividends) 
expected by equity investors in other enterprises ‘attended 
by corresponding risks and uncertainties’ is the measure 
of the fair return to the equity investors in the Electric 
Department, but the problem is to find enterprises of this 
class for which representative market quotations are avail¬ 
able.” 

That statement appears there, does it not? A. It 
does. May I read it further? 

Q. Yes, I am going to. This statement appears, does 
it not, “A total of only about thirty-five publicly owned 
common stocks are in the list from which the selections 
must be made. Since the function of the barometer group 
is to make available an index of the movement (not neces¬ 
sarily the level) of the cost of equity capital, the following 
criteria are of first importance in the selection: 1. The com¬ 
mon stock should be traded in the market in sufficient vol¬ 
ume and regularity that the established prices are repre¬ 
sentative of investor appraisals. 

“2. The common stock should have been publicly owned 
[16011] for a sufficient time that knowledge of its income 
experience is generally available and it is ‘seasoned’. 

“The group of ten utility capital stocks has been se¬ 
lected primarily with reference to these criteria.” 

I have correctly read, have I not, from that report? 
A. Yes. 

Q. And the group of 10 referred to are the ten com¬ 
panies we read into the record. Is not that right? A. 
Selected by reference to these criteria, and recognizing as 
was stated in a sentence which you read, that the level of 
cost of equity capital is not necessarily the same for the 
average of the group of 10 as it was for New Jersey Power 
and Light Company and since we conceded that it was not 
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the same, as I have explained, that difference was recog¬ 
nized and reflected in the formula by an adjustment factor. 

Q. And one of the criteria you were attempting to 
meet in establishing the rate of return were the phrases 
in the Bluefield case we have heretofore referred to ? A. 
We were attempting to meet that criteria by the adjust¬ 
ment which I have referred to which in our opinion would 
meet it but the average of investor appraisals for the group 
of ten, including Boston Edison, would not have done so. 

Q. Now, with respect to comparability, this is stated 
on page 81, is it not , i ‘ Since the first criteria in selection of 
[16012] the barometer group are the considerations of rep¬ 
resentativeness, further attention must be given to means 
of obtaining comparability with New Jersey Power & Light 
Company.’’ I have correctly read that, have I not? A. 
That is right. 

Q. And it goes on to say, does it not: 11 A large measure 
of comparability is obtained by limitation of the group to 
electric or electric-gas combination companies”? A. 
That is right. 

Q. And it says further, does it not, “Second, the ten 
include only utilities operating in the Northeast, since there 
are regional differences in the cost of capital.” Is not that 
right? A. That is right. 

Q. Stopping for a moment, all of those ten do not op¬ 
erate in the northeast; is not that so? Commonwealth 
Edison you would not say operates in the northeast? A. 
Well, it might have been a liberal definition of northeast. 

Q. Detroit Edison Company is another one. Now, that 
certainly is being pretty liberal in saying that is in the 
northeast, is not that so? 

Ms. Sparks : That depends on where you are. 

By Mr. Goldberg: 

Q. Well, right where we are or were when we wrote 
that [16013] report in Jersey City? A. As one who came 
from Missouri, it is perhaps a handicap as a consequence. 
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Q. You would say that is a rather liberal use of the 
term to say that Detroit Edison operates in the northeast. 
A. Not from the point of view of a Missourian. 

• • • 

Q. It states “Third, operating companies which are 
also functional holding companies are excluded.” Is that 
right? A. That is right. 

Q. Then it does go on to say what I think you have 
been insisting: (1) “The barometer group is generally com¬ 
parable, but the average earnings-price ratio requires three 
adjustments before it may reasonably be used as the equity 
capital [16014] return rate.” Is not that so? A. That 
is right. 

Q. And am I correct in my understanding that these 
three adjustments were accomplished simultaneously by 
application of the appropriate “capital structure factor.” 
A. That is right. The word “Capital structure factor” 
should be in quotes as a name given to an adjustment fac¬ 
tor which accomplished more than adjustment for the dif¬ 
ferences in capital structure. 

Q. And you say it accomplished also consideration of 
the size of the company? A. Size of company was one 
of the characteristics which caused the risk quality of the 
average of the ten barometer stocks to vary from New 
Jersey Power and Light Company. 

Q. Now, then, at page 72 the opinion is expressed, is 
it not, in that report, that the rate of return provisions of 
the New Jersey plan are consistent with the standard ex¬ 
pressed by the Supreme Court in the Bluefield case? A. 
That is right. 

Q. Now, then, at page 74 this appears, does it not, 
“The Electric Department of New Jersey Power & Light 
Company obviously has no security market experience 
available as direct evidence in establishing the historical 
cost of debt or preferred capital stock (although such ex¬ 
perience is available on a Company basis) or the current 
cost of equity capital. 
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[16015] “Direct evidence of the current cost of equity cap¬ 
ital is not available for the further reason that the company 
is a subsidiary of a holding company. Its common stock 
is not outstanding in the hands of the public and is not 
bought and sold so as to permit expression of investor 
appraisals of its value. Therefore, the equity capital com¬ 
ponent of the basic rate of return is determined by refer¬ 
ence to earnings-price ratios representing returns ‘on in¬ 
vestments and other business undertakings which are at¬ 
tended by corresponding risks, and uncertainties . 9 (Blue- 
field Company v. Public Service Commission.) ” That ap¬ 
pears there, does it not? A. It does. 

• • • 

[16017] Q. Now, in connection with determining the basio 
rate of return for that plan in the paragraph numbered 12 
at page 10 of the report, this appears, does it not? 

“If the required information is not available for 
any of the above listed common stocks”—and that re¬ 
fers to the barometer group of stocks, does it not? 

A. It does. 

Q. —“at the time of determination of the basic rate 
of return for any test year, the number of such com¬ 
mon stocks shall be maintained at ten by substituting, 
for such test year only, the common stocks of other 
electric or electric gas combination operating utilities. 
Such substitution shall be made in accordance with 
the following order of preference: (a) electric utilities 
with annual gross operating revenues of from five to 
fifty million dollars and located in the New England, 
Atlantic and East North Central States; (b) electric- 
gas combination utilities of the said size and located 
in the said areas; (c) electric utilities located any¬ 
where within the United States, and (d) electric-gas 
combination utilities located anywhere within the 
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United States. When more than one utility is [16018] 
available in accordance with this order of preference, 
the utility with the largest annual operating revenue 
shall be substituted.’’ 

I have correctly read from that paragraph, have I not? 
A. You have. 

• • • 

[16032] Q. Now, Dr. Foster, with respect to transcript 
page 15765 at the bottom of the page the last answer, are 
we to understand from that answer that the issues which 
are represented on page 40 of Exhibit 46 are too small to 
be significant with respect to conclusions on Penn Water? 
A. The statement at lines 20 to 25 at the bottom of page 
15765 refers to the instances listed on page 40 which repre¬ 
sent offerings of common stock for the purposes of pro¬ 
viding new capital. 

Therefore the statement does not refer to all of the 
instances listed on that page but only those not excluded 
by use of footnote No. 1 on that page. 

It was with reference to the 8 earnings-price ratios-- 

Mb. Spabks: Earnings-offering-price ratios? 

The Witness: Earnings-offering-price ratios repre¬ 
senting net proceeds of not more than 21 million dollars 
that this [16033] statement was made. 

By Mb. Goldbebg : 

Q. In other words, the statement was addressed to the 
issues on page 40 that are not included in footnote 1. Is 
that it? Those that are not affected by footnote 1? For 
example, Boston Edison Company, West Penn Power Com¬ 
pany and Louisville Gas and Electric Company, and so on? 
A. The statement was so limited because of Mr. Joseph’s 
testimony that for the purpose for which page 40 was 
offered, the other instances should have been excluded. 
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Q. Yon mean as yon understood Mr. Joseph’s testi¬ 
mony, the purpose for which page 40 of Exhibit 46 was 
included requires reference only to the issues that do not 
have the footnote 1 reference? A. Yes, the testimony to 
which I refer is that quoted at lines 12 to 16 of page 
15764. 

Q. What did you understand was the purpose for which 
page 40 had been offered? A. I understood that the 
purpose for which the page was offered was to provide evi¬ 
dence or an indication of the cost of equity capital to enter¬ 
prises comparable with Penn Water. 

Q. Now, then, you say that the group of eight to which 
the footnote 1 is not appended is insufficient in number and 
amounts, and their diversity of risk characteristics are too 
great to permit significant conclusions as to Penn Water; 
is [16034] that right? A. That is right. 

Q. Now, then, do I understand from your testimony 
that for the purposes for which you understood page 40 of 
Exhibit 46 was offered, it is appropriate to include the 
issues which have footnote 1 appended? 

• • • 

The Witness: I will be compelled to give you a quali¬ 
fied answer to that question. 

In recognition of the capitalization rate associated 
with the sale of common stock already outstanding, it re¬ 
quires that consideration be given to the difference in cir¬ 
cumstances between the sale of such common stock and 
the offering of common stock for the purpose of providing 
new capital. 

• • • 

[16040] Q. In other words, your objection did not so much 
run to the number of instances and their amounts, and even 
their diversity of risk characteristics, but to the fact that 
there had been no showing on page 40 of Exhibit 46 which 
would enable one to give consideration to this diversity of 
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risk characteristics and the effect of the size of the issue 
in arriving at significant conclusions; is that right ? A. 
I believe you are saying, that since there is that [16040-A] 
diversity of risk characteristics, there has been no showing 
upon the basis of which it w’ould be possible to reach a 
conclusion as to which one, if any, is comparable with the 
Penn Water common stock. 

Q. That is what I understand you are saying. Is that 
right? A. Yes. 

• • • 

[16042] Q. Now, you appeared as a witness for the Con¬ 
solidated Edison Company before the New York Public 
Service Commission on January 17,1947; is not that right? 
A. As of approximately that date. I am not sure as to the 
exact date. 

• • • 

[16050] Trial Examiner: Where in Exhibit 46 have you 
criticized any tabulations for not showing adjustments 
where those [16051] tabulations relate to other than 
spot eamings-price ratios? 

You began by instancing page 38-A, and you de¬ 
cided there you had spot ratios only. 

The Witness: The criticism was directed specifically 
to page 38-A. 

Trial Examiner: What other page? 

The Witness: The cross-examination yesterday how¬ 
ever brought out the application of that criticism to page 
38, the preceding page. 

• • • 

[16053] Q. It is a fact, is it not, Dr. Foster, that in your 
exhibit in the New York case, schedule 3 of that exhibit, 
you did not adjust the earnings-price ratios for the period 
1942 to 1946, inclusive? A. What do you mean by 44 ad¬ 
justment of earnings-price ratios”? 

Q. You did not adjust the earnings. 
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The Witness: The method used in the preparation of 
the schedule to which you refer in the exhibit of which it was 
a part was the same as that which has been described here. 

So far as the adjustments, the statements of earnings- 
price ratios are concerned, I believe it is correct that the 
work had already beeen done, and as presented there, was 
the same as had been presented here. 

With more specific reference to your question, the ad¬ 
justment for the year 1944 was one, which was for a re¬ 
duction of Federal income taxes by extraordinary deduc¬ 
tions charged to surplus, for the purpose of stating ad¬ 
justed gross income. 

With respect to the statement of income deductions, 
there [16054] was a corresponding adjustment for charges 
equivalent to the reduction in Federal income taxes in the 
amount of $2,100,000. 

For the year 1945, in the analysis of gross income there 
was an adjustment in the amount of $6,270,000 represent¬ 
ing a reduction of Federal income taxes by extraordinary 
deductions charged to surplus. 

Also in that year there was an adjustment of the income 
deductions in a corresponding amount. 

For the 12 months ended Sept. 30, 1946 there was an 
adjustment of the same character, and for the same pur¬ 
pose, in the amount of $5,120,000. 

Q. Is it not a fact, Dr. Foster, that on Schedule 3, col¬ 
umns 12 and 13 of Exhibit 126 in the New York case, your 
eamings-price ratios are based upon earnings as reported 
by the companies? A. The earnings-price ratios are 
based upon the earnings per share as shown by Schedule 3. 
There was no acceptance of earnings as reported because 
they were reported. The adjustments which I have de¬ 
scribed are reflected on Schedule 3, and it happens that 
they are adjustments which affect the amount of gross in¬ 
come and the income deductions rather than the net income. 

Q. Now, does your answer mean that on schedule 
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3 of Exhibit 126, columns 12 and 13 for the period 1942 
to 1946, that the earnings employed were the earnings as 
reported by [16055] the Consolidated Edison Company? 
A. It means that the period which you have identified the 
earnings employed for the purpose of the construction of 
the earnings-price ratios after consideration of pertinent 
circumstances would be earnings represented by equity in¬ 
come as reported. 

• • • 

Q. In connection with your appearance before the New 
York Public Service Commission, when you presented Ex¬ 
hibit 126 there was included in that exhibit, schedule 16, 
which bears this title, “ Electric and Electric Combination 
Utility Common Stocks offered to the Public (a) During 
the period January, 1939 to November, 1946, inclusive, 
with Earnings Offering Price Ratios”; is not that right? 
A. Yes. 

Q. And you have, I think as you have already stated 
included among the issues shown in that schedule 16, 20 
of the 22 issues shown on page 40 of Exhibit 46. I think 
you can accept my statement for that, because I have 
checked it. 

• • • 

[16057] Q. With the exception of the Boston Edison Com¬ 
pany issue on page 40 of Exhibit 46, all of the issues shown 
on that page are reflected in your schedule 16 to Exhibit 
126 in the New York case? A. I believe that is a correct 
statement. 

Q. Now, then, your schedule 16, all of the column shown 
on schedule 16 with the exception of column 14 correspond 
with the columns shown on page 40 of Exhibit 46; is not 
that so? A. You mean as to the general character of 
the data? 

Q. Right. A. —being set out? 

Q. Right. A. I believe that is correct. • 
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[16072] Redirect Examination 

By Mb. Sparks : 

Q. Page 15891 of the transcript, lines 16 to 22, you were 
asked by the Examiner whether you have done anything 
toward bringing the earnings-price ratios for the six com¬ 
mon stocks up to date since your last appearance on the 
stand. You answered that you have not brought the earn- 
ings-price ratios to a recent date, and that to do so, would 
contribute little or nothing to the conclusion. 

Please explain why in your opinion more recent price 
ratios would contribute little or nothing to the conclusion. 
A. Exhibit 167 provides for the months September, 1944 to 
December, 1945, inclusive earnings-price ratios for the Penn 
Water common stock, and averages for the six other com¬ 
mon stocks in which are reflected data becoming available 
after the preparation of Exhibit 29. 

The earnings-price ratios representing the six common 
stocks have increased steadily and sharply since November, 
1945. These earnings-price ratios are not adjusted for the 
effect of the [16073] revision of the Federal income tax 
rates, or other influences which caused the end of the down¬ 
ward movement and the beginning of the upward movement 
of the earnings-price ratios. 

The upward movement is continuing. One cycle of 
earnings-price ratio movement ended in November, 1945, 
and a new cycle is under way. 

No indication is now available to the length of the new 
cycle or as to the earnings-price ratio levels which will be 
established under such a new cycle. Therefore the earnings- 
price ratios established in most recent months would not 
modify the conclusion as to the cost of equity capital to 
Penn Water. 

Q. At page 15994 of the transcript the Examiner and 
you referred to summarized earnings-price ratios for 80 
electric utility common stocks determined by relating re¬ 
ported earnings per share for the year 1946 without adjust¬ 
ments to market prices or quotations as of March 31,1947. 
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Do you have a statement which shows the number of 
these earnings-price ratios within each 1 per cent interval 
in the range from 4 per cent to 17 per cent? A. Yes. 

Q. Does the 80 include the earnings-price ratios for the 
14 common stocks identified on page 38-A of Exhibit 46? 
A. It does. 

Q. Is the distribution of the 14 earnings-price ratios 
[16074] shown separately? A. It is. 

Mr. Sparks : Mr. Examiner, I have the tabulation 
which has just been referred to by Dr. Foster, and I 
ask that it be copied into the record at this point. 

Mr. Goldberg: May -we see that before that is 
done? 

Mr. Sparks : Yes. 

Mr. Goldberg: Are you going to have the whole 
thing copied into the record? 

Mr. Sparks: Yes, we planned to have the whole 
memorandum copied. 

Trial Examiner: The reporter may copy in the 
record at this point the tabulation referred to. 

(The tabulation referred to is as follows:) 
Earnings—Price Ratios for 80 Electric Utility 
Common Stocks* Distributed by Percentage 
Intervals. 


Based on Earnings for 1946 (as re¬ 
ported) and March 31, 1947 Prices. 


Eamings-Price 

Ratio Range 

Distribution of 

80 

Distribution of 

14 Identified 
on P. 38(a) 

4.00-4.99 

1 

— 

5.00-5.99 

8 

2 

6.00-6.99 

13 

6 

7.00-7.99 

8 

3 

8.00-8.99 

11 

1 


•All electric utility common stocks for which 
market prices are reported in the Bank and Quotation 
Record dated April 7, 1947 and for which per share 
earnings were available. 
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r 160751 Earnings-price 

Ratio Bang© 

Distribution of 

80 

Distribution oi 
14 Identified 
on P. 38(a) 

9.00- 9.99 

11 

l 

10.00-10.99 

14 

— 

11.00-11.99 

2 

— 

12.00-12.99 

3 

l 

13.00-13.99 

5 

— 

14.00-14.99 

2 

— 

15.00-15.99 

— 

— 

16.00-16.99 

By Mb. Spabks : 

2 



Q. What is the significance of this distribution of the 
80 earnings-price ratios, Doctor? A. First, it indicates 
the approximate number of electric utility common stocks 
available at that date for a study of investor appraisals. 

Second, it indicates that wide differences exist among 
the common stocks with respect to the risk characteristics 
of these opportunities for investment, and with respect to 
investor-appraisals of such risks, the variation is from 
4.97 per cent which is the earnings-price ratio for the Hart¬ 
ford Electric [16076] Light Common stock to 16.8 per cent 
for the Puget Sound Power and Light Company common 
stock, and 16.1 per cent for the Illinois Power Company 
common stock. 

Third, a group of fourteen common stocks selected 
from among the 80 common stocks by application of the 
criteria of superior marketability and availability of prices 
could not be expected to be comparable with the Penn 
Water common stock. 

The average for the group of 80 common stocks is 9.17 
per cent. 

Me. Goldbebg: Is that a simple arithmetic aver¬ 
age? 

The Witness: That is a simple arithmetic average. 
Only two of the fourteen are above this average. The two 
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are relatively small companies which, on the basis of the 
earnings shown by page 38-A, would have a weight of about 
1.5 per cent in a weighted average. 

By Mb. Spabks : 

Q. At page 16018 of the transcript, Mr. Goldberg 
asked whether the rate of return ascertained under the New 
Jersey plan is applied to a rate base which fluctuates with 
changes in price levels. You replied that it is not. Will you 
please outline the circumstances which differentiate the re¬ 
sults which follow from the operation of the New Jersey 
plan from those which would follow from applying a cur¬ 
rent cost of capital rate of return to an original cost rate 
base. A. First, the rate of return provided by the New 
Jersey [16077] plan is applied to the prudent investment 
and not an original cost rate base. 

Second, the basic rate of return provided by the New 
Jersey plan includes full recognition of the prudent actual 
cost of capital represented by debt, and preferred stock 
capital. 

Third, the effect of the adoption of prudent investment 
as the rate base under the New Jersey plan is influenced by 
availability to the company of returns in excess of the basic 
return. 

The fair return available to the company is the basic 
return resulting from application of the basic rate of return 
to the rate base, plus such amounts of additional return as 
may be available for corporate purposes under the provi¬ 
sions affecting the stabilizing reserve and adjustments of 
charges for service. 

Fourth, the stabilizing reserve and other provisions of 
the plan provide a stability of return to the common stock¬ 
holders which otherwise would not be available. 

The gain in certainty of return tends to compensate for 
what would otherwise tend to be an inadequacy of return 
under conditions of rising price levels. 
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Fifth, the formula for determination of the basic rate 
of return reflects in the basic rate of return earnings-price 
ratios averaged over a period of years, and avoids the in¬ 
equities likely to result from use of spot earnings-price 
ratios. 

Q. Doctor, at page 16058 of the transcript, Mr. Gold- 
[16078] berg questioned you with reference to Schedule 16 
of Exhibit 126 which you submitted in the Consolidated 
Edison proceeding before the New York Commission. 

Me. Goldbebg: That is what transcript page? 

Mb. Spaeks : 16058. 

By Me. Spaeks : 

Q. Did you use the data contained in Schedule 16 of 
that exhibit in reaching a conclusion as to the representa¬ 
tive capitalization rate for the Consolidated Edison com¬ 
mon stock? 

A. No, the capitalization rate for Consolidated Edison 
was estimated by analysis of investor’s appraisals of the 
Consolidated Edison common stock over a period of years. 

The data appearing on schedule 16 were used in the 
preparation of charts 9 and 10 in that exhibit, having to 
do with cost of financing. 

The purpose of schedule 16 was to make available these 
cost of financing data. 


• • # 

[16081] Recboss Examination 

By Me. Goldbebg : 

« • • 

[16087] Q. We may be able to shorten this, then: Yester¬ 
day you read into the record the earnings-price ratios set 
forth on page 38-A of exhibit 46, using market prices at 
March 31,1947 earnings as reported for 1946, and gave us 
the earnings-price ratios as well as the market price. Do 
you recall that? A. I do. 
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Q. Well, these eamings-price ratios that yon read in 
yesterday have been distributed on this tabulation that was 
read into the record this morning? A. Yes; they are the 
same earnings-price ratios. 

Q. Can you name the eight companies in the group of 
80 whose earnings-price ratios fell within the 5 to 5.99 per 
cent, and before you do that, am I correct in my under¬ 
standing that of that eight, two of them are part of the 
fourteen, namely, Boston Edison and Southern California 
Edison? 

Mb. Sparks : Three, I think. 

The Witness : Two; you are correct. 

By Mb. Goldberg : 

Q. So that the 80 really consist of an additional 66 
[16088] companies; is that right, considering that we have 
already got fourteen. A. Perhaps I should say that the 
calculation or procedure was the other way around. I made 
the calculations for all that I could find, which of course, 
included the fourteen. 

Q. In other words, the column showing distribution of 
the 80 includes the 14 that are under the column “Distri¬ 
bution of fourteen identified on page 38-A”; is that right? 
A. That is correct. 

Q. Now, then, will you identify the additional six com¬ 
panies as having earnings-price ratios between 5 and 5.99 
per cent? A. I will. Concord Electric Company, 5.40 
per cent; Connecticut Power Company, 5.96 per cent. 

New Bedford Gas and Electric Light Company, 5.99 
per cent. 

Central Hudson Gas and Electric Company, 5.90 per 
cent. 

San Diego Gas and Electric Company, 5.58 per cent. 

United Illuminating Company, 5.28 per cent. 

Q. Now, will you give us the seven additional com¬ 
panies in the distribution of the eighty whose earnings- 
price ratios fall within the range of six to six point ninety- 
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nine per cent? A. The majority of these at low range 
are small New England electric companies; there is a geo¬ 
graphical element there. 

Answering your question concerning the seven addi¬ 
tional common stocks in the range from 6.0 to 6.99 per cent, 
they [16089] are as follows: 

Dallas Power and Light Company, 6.21 per cent. 

Lynn Gas and Electric Company, 6.69 per cent. 

Malden Electric Company, 6.59 per cent. 

Central Maine Power, 6.78 per cent. 

Cincinnati Gas and Electric Company, 6.79 per cent. 

Connecticut Light and Power Company, 6.74 per cent. 

West Pennsylvania Power Company, 6.07 per cent. 

Q. Now, will you give me the companies and the earn- 
ings-price ratios for the additional five within the range 
from 7 to 7.99 per cent? A. Duke Power Company, 
7.84 per cent. 

Haverhill Electric Company, 7.29 per cent. 

Consumers Power Company, 7.81 per cent. 

Scranton Electric Company, 7.33 per cent. 

Sierra Pacific Power Company, 7.73 per cent. 

Q. Now, then, will you identify the ten additional com¬ 
panies falling in the range from 8 to 8.99 and give us the 
earnings-price ratios? A. California Electric Power 
Company, 8.11 per cent. 

Newport Electric Corporation, 8.98 per cent. 

Central Arizona Light and Power Company, 8.51 per 
cent. 

Central Ohio Light and Power Company, 8.62 per cent. 

Dayton Power and Light Company, 8.19 per cent. 

Delaware Power and Light Company, 8.67 per cent. 

[16090] Ohio Edison Company, 8.43 per cent. 

Sioux City Gas and Electric Company, 8.44 per cent. 

Tampa Electric Company, 8.53 per cent. 

I have come out with nine instead of ten. I have over¬ 
looked one. If you would like me to find it I will do so. 
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Q. Let us pass it for the moment and go to the four¬ 
teen which range from 10 to 10.99. A. As I came out 
with 9, if I have a correct tally— 

Q. I got 9, too. 

Mr. Sparks: I have nine, also 

Trial Examiner: Nine for the 9 to 9.99? 

Mr. Goldberg : Yes, 9 in the 9 to 9.99. 

By Mr. Goldberg: 

Q. It should be 10 based on the distribution you show? 
A. The distribution that I have been referring to is 
that within the range of 8 to 8.99 per cent. 

Q. I am sorry. I skipped one. The last group you read 
was the range of 8 to 8.99 and we should have had 10, but 
so far we have only got 9. Apparently one has been over¬ 
looked. The next range is 9 to 9.99, which is again 10. 
A. Correct. 

Mr. Sparks : I understand you are asking for four¬ 
teen, right? 

Mr. Goldberg : No, I had missed the fact that I had 
not gotten the 9 to 9.99. 

[16091] The Witness: Arizona Edison Company, 9.69 per 
cent; El Paso Electric Company, 9.00. 

Holyoke Water Power Company, 9.32. 

Iowa Southern Utilities Company, 9.81. 

Carolina Power and Light Company, 9.65. 

Central Vermont Public Service Company, 9.24. 
Columbus and Southern Ohio Electric Company, 9.86. 
Florida Power Company, 9.86. 

Public Service of Indiana, 9.36. 

Again I come out one short. It will show up somewhere 
because the totals check. 

By Mr. Goldberg : 

Q. Let us go to the fourteen in the range from 10 per 
cent to 10.99 per cent. A. Black Hills Power and Light 
Company, 10.58 per cent. 
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Community Public Service Company, 10.60 per cent. 
Frontier Power Company, 10.59 per cent. 

Mountain States Power Company, 10.50 per cent. 
Northwestern Public Service Company, 10.83 per cent. 
Oklahoma Gas and Electric Company, 10.09 per cent. 
Southwestern Electric Service Company, 10.10 per 

cent. 

Virginia Electric and Power Company, 10.94 per cent. 
Western Light and Telephone Company, 10.55 per cent. 
It may be observed that some of these are not strictly 
electric utilities although I believe that they are in major 
part [16092] electric. 

Central Illinois Electric and Gas Company, 10.08 per 
cent. 

Northern Indiana Public Service Company, 10.50 per 
cent. 

Southern Carolina Electric and Gas Company, 10.85 
per cent. 

Southwestern Public Service Company, 10.61 per cent. 
Utah Power and Light Company, 10.09 per cent. 

I do check fourteen this time. 

Q. Will you give us the companies in the range from 

11 per cent to 11.99? A. Southern Colorado Power 
Company, 11.81 per cent. 

Iowa Public Service Company, 11.68 per cent. 

Q. Now, there are two additional companies in the 

12 to 12.99 per cent in addition to the one included in the 
fourteen. Will you give us those ? A. They are Missouri 
Public Service Corporation, 12.27 per cent, and Tucson Gas 
Electric Light and Power Company, 12.96 per cent. 

Q. Now, will you give us the five companies in the 
range 13 to 13.99? A. Missouri Utility Company, 13.95 
per cent. 

Tidewater Power Company, 13.53 per cent. 
Birmingham Electric Co., 13.71 per cent. 

Empire District Elec. Co., 13.61 per cent. 

Public Service Co. of Colo. 13.92 per cent. 
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Q. Now how about the two companies within the range 
14 to [16093] 14.99 per cent? A. The Arkansas-Mis- 
souri Power Co., 14.81%. 

Lake Superior District Power Co. 14.09%. 

Q. And you already have identified the two in the 16 
to 16.99 per cent so we need not go into those? A. That 
is right. 

• • * 


[16106] EDWARD S. LOANE 

was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 

Direct Examination 

By Mr. Sparks : 

Q. What is your full name, Mr. Loane? A. Edward 
S. Loane. 

Q. What is your present position? A. I am assist¬ 
ant to the vice president of Pennsylvania Water & Power 
Company. 

• • • 

[16109] Q. Will you outline briefly your education and ex¬ 
perience? A. I studied civil engineering at The Johns 
Hopkins University, School of Engineering, and received 
the degree of Bachelor of Engineering in 1928. 

I stayed at the University for one year as a graduate 
student in mathematics, during which time I was also an 
instructor. 

During two summers while I was at the Hopkins, I was 
employed by Penn Water, one summer in Baltimore and 
one in Holtwood. 

For a little less than a year in 1929 and 1930, I was 
employed by a consulting engineer then engaged in bridge 
[16110] design. 

Since March, 1930, I have been employed by Penn 
Water. 
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I am a Registered Professional Engineer in Maryland, 
an Associate Member of the American Society of Civil 
Engineers, and for a number of years have been a member 
of the Hydraulic Power Committee of the Edison Electric 
Institute. 

Q. What have been your duties since you were em¬ 
ployed by Penn Water in 1930? A. I have been a mem¬ 
ber of the staff of the administrative department which 
has been successively under the direction of Mr. R. L. 
Thomas, Mr. F. A. Allner, and Mr. G. W. Spaulding. 

My early work related largely to hydraulic and hydro- 
logic studies, including analysis of rainfall and run-off 
records of the Susquehanna area and studies of flood proba¬ 
bility, stage relations, etc. The hydraulic work included 
analysis of turbine tests of various kinds, conduct of and 
reports upon other tests relating to turbine discharge and 
the benefits resulting from various methods of hydraulic 
operation. 

During the past 10 years this work has been more 
directly concerned with the relationship of hydrology and 
hydraulic tests and computations to the results of oper¬ 
ating experience. Analyses made of storage and river 
stage relations, of turbine performance, of the results of 
operation during drawdowns, floods, and other special 
situations have led to [16111] improvements in operating 
practices, in efficiency or in capacity. I have collaborated 
with Mr. Watchom in studies relating to economic opera¬ 
tion of the Holtwood and Safe Harbor hydro plants in 
conjunction with the interconnected steam system, and in 
studies of coordinated operation of the several power 
systems in F. P. C. Areas 5 and 6 and the benefits obtained 
from such operations. 

Over a period of years, I have also worked with Mr. 
Watchorn in the development of methods of analysis of the 
capacity requirements of a hydro-steam system, the appli¬ 
cation of which methods has been discussed at length in 
the testimony of Mr. Watchorn. 
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I have made from time to time studies relating to the 
energy and capacity benefits resulting from additions to or 
modifications of the Holtwood and Safe Harbor plants and 
from other possible hydro developments. 

Q. Mr. Davis showed in Exhibit 64, Table I, Line 1, 
all of the Hydro Production Plant of Penn Water as as¬ 
signed to the “Pool.” His testimony at pages 10816 and 
11104 of the transcript and at other places in the record 
was that he intended to allocate all property on the basis 
of use. Is all of the Hydro Production Plant of Penn Water 
used for services to all of the companies listed in columns 
1 to 5 of Table I of Exhibit 64, and considered in Exhibit 
64 as customers of Penn Water? [16112] A. No, all of 
the plant is not used for all customers. 

Q. Is the 25 cycle portion of Holtwood used for service 
to all customers? A. No, the 25 cycle service is pro¬ 
vided to only two customers, Baltimore and Pennsylvania 
Power & Light. In addition, a very small amount of the 
25 cycle generation is converted for use in the 60 cycle sys¬ 
tem. 

Q. What part of the 25 cycle generation is converted 
at Holtwood? A. During recent years an average of 
about 4 percent, and this conversion is as high as 4 per¬ 
cent only because of the exceptional situation existing 
in these recent years. Furthermore, the conversion from 
25 cycle to 60 cycle is offset in part by conversion from 
60 cycle to 25 cycle. The net annual amount of conversion 
from 25 cycle to 60 cycle has recently averaged only 2 per¬ 
cent of the 25 cycle generation. 

Q. For what purpose is 25 cycle generation converted 
to 60 cycle at Holtwood? A. To increase the amount of 
60 cycle service available from Holtwood; but since a large 
part of such conversion takes place at times when Penn 
Water has an ample supply of 60 cycle generation for use 
in supply of the firm Pennsylvania loads, conversion at 
such times is only for the purpose of supplying additional 
interchange services. 
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Q. Is the 60 cycle portion of the Hydro Production 
[16113] Plant and the Holtwood Steam Station used for 
service to all customers? A. No. Except for almost 
negligible amounts of generation it is used only for service 
to Metropolitan Edison Company at York, Pennsylvania 
Power & Light Company’s Lancaster Division, and Phila¬ 
delphia Electric Company’s Coatesville Division. 

Q. What are the almost negligible exceptions that you 
noted in your last answer? A. A small part of the 60 
cycle generation at Holtwood may be converted at Holt- 
wood and the resulting services delivered at Highlandtown. 
A small part may reach Baltimore or Washington over the 
220 kv system. A small part of the Holtwood 60 cycle gen¬ 
eration may be converted at Safe Harbor to provide service 
to the Pennsylvania Railroad. 

Q. W^hat part of the total Holtwood 60 cycle genera¬ 
tion is involved in these minor exceptions? A. About 2 
percent of the total Holtwood 60 cycle generation may be 
used for service to Baltimore and the Pennsylvania Rail¬ 
road. 

Q. Have you prepared a tabulation showing certain 
data for the years 1941 to 1946 with respect to the 25 
cycle and 60 cycle hydro generation at Holtwood, the send- 
out to the two 25 cycle customers, and the use of the Holt¬ 
wood frequency changers? [16114] A. Yes, I have. 

Q. Is this tabulation, marked Exhibit 349, the tabula¬ 
tion you have prepared and which I have just described? 
A It is. 

Q. Beginning on page 11455 Mr. Sturtevant asked Mr. 
Davis a series of questions relating to the use of the 25 
cycle generation at Holtwood. He divided this use into 
six separate categories. The first two classifications of use 
of the 25 cycle generation concerned the deliveries to Lan¬ 
caster and to the Holtwood frequency changers. Does the 
tabulation, identified as Exhibit 349 show the amount of 25 
cycle generation delivered to Lancaster and to the fre¬ 
quency changers? A Yes, it does. 
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Q. Is the balance of the 25 cycle generation sent to 
Baltimore? A. Yes, it is. 

Q. What is the ratio of the 25 cycle net sendout to 
Baltimore to the total 25 cycle hydro generation at Holt- 
wood? A. For the average of the five years, 1941 to 
1945, the ratio was 90.5 percent and for 1946, 91.5 percent. 
Either of these figures might be considered to be typical 
of average flow conditions, but not of average load condi¬ 
tions. 

Q. Why do you say these figures are not typical of 
average load conditions? [16115] A. The conversion 
from 25 cycle to 60 cycle has been higher in recent years 
than we expect it to be in the near future. Reduced conver¬ 
sion would increase the percentage of 25 cycle sendout to 
Baltimore. 

Q. What factors did you consider in your statement 
that the conversion from 25 cycle to 60 cycle at Holtwood 
will be decreased in the near future? A. The large in¬ 
stallations now under construction and the planned capacity 
additions by the utilities in FPC Area 5 are expected 
to reduce the interchange deliveries in Pennsylvania. The 
capacity additions planned in Area 6 and the retirement 
of 25 cycle steam generators in Baltimore will both increase 
Baltimore’s need for 25 cycle hydro. Both these facts will 
tend to reduce the conversion from 25 cycle to 60 cycle at 
Holtwood. 

Q. The third and fourth classifications of use that Mr. 
Sturtevant assumed in his questions, depended on the fact 
that at certain hours there are deliveries by Penn Water 
at Highlandtown at the same time there are backfeed deliv¬ 
eries to Penn Water on the 220 kv circuits in Maryland. 
Assuming this to be the fact, does it change your previous 
answer relating to the use of the 25 cycle generation not 
sent to Lancaster or not converted to 60 cycles at Holt¬ 
wood? A. No, that answer is not changed. All the 25 
cycle services supplied at Highlandtown are consumed on 
the Baltimore system. 
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[16116] Q. The third classification involved the assump¬ 
tion that 25 cycle energy, delivered by Penn Water at High- 
landtown, was converted by Baltimore to 60 cycles and 
delivered to Penn Water as backfeed. Is any energy from 
Highlandtown so converted and delivered? A. It is very 
unlikely. There may be very small amounts of energy from 
Highlandtown used in Baltimore Company’s frequency 
changers. Such amounts must be small, for this operation 
would take place only when the delivery at Highlandtown 
is greater than the 25 cycle load in Baltimore; and this 
could happen only on Saturdays, Sundays or holidays and 
a few off-peak hours of week days in high flow. But then, 
because of high flow, it is most unlikely that any of the 
resulting 60 cycle energy would be delivered by Baltimore 
as backfeed to Penn Water. 

Q. Did you furnish to Mr. Zinder the figures appear¬ 
ing in column 1 of Table 1 and of Table 2, both of Schedule 
B and appearing at pages 24 and 25 of Exhibit 319? A. 
Yes. 

Q. Where were those figures obtained? A. They 
were obtained from the records of the company and the 
testimony and exhibits in this case. 

Q. Do you agree generally with all the statements of 
fact contained in Exhibit 319, with respect to the use of the 
facilities of Penn Water & Power Company and S. T. 
Company? [16117] A. Yes. 

Q. Were you directed by the officers of Penn Water 
to prepare a report showing corrections that should be 
made to Mr. Davis’ Exhibit 64? A. I was. 

Q. Is the document which has been identified as Ex¬ 
hibit 350 the report showing the corrections to Mr. Davis’ 
Exhibit 64 that you have just referred to? A. It is. 
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[16123] CARL WILLIAM WATCHORN 

• • • 

Cross-Examination 

By Mr. Goldberg: 

Q. Mr. Watchom, there are a number of matters on 
which you were to make investigation and report. One of 
them [16124] was with respect to the conference on June 
25, 1946, between yourself, Mr. Spaulding, Mr. Von Eiff, 
Mr. Roland and Mr. Davis. Have you made any investiga¬ 
tion to ascertain whether there is a memorandum covering 
that conference? A. I have. 

Q. And what have you found? A. I found that 
there was such a conference and that Mr. Loane, in addi¬ 
tion to the parties you mentioned, was also present at that 
conference. 

Q. Were you able to ascertain whether there is a memo¬ 
randum covering that conference? A. Oh, yes, there is 
a memorandum. 

Q. So that you have now refreshed your recollection 
with respect to the subject matter at that conference, is 
that right? A. That is right. 

Q. And having refreshed your recollection you are now 
aware, are you not, that in that conference Messrs. Roland 
and Davis were advised that the 295,000 KW dependable 
hydro capacity was made up of several components? A. 
I am not in a position to state from my refreshed recollec¬ 
tion of that memo that that statement is so. 

Q. You mean your memo does not enable you to state 
what was discussed with respect to the makeup of the 
295,000 KW dependable hydro capacity, is that right? 
[16125] A. If you ask me what was discussed I can tell 
you, but I can’t answer that question without giving a tre¬ 
mendous amount of qualifications relating to it. 

Q. Well, let’s see if we can avoid qualifications and 
get to the heart of what was discussed. You are aware, 
are you not, that the makeup of the 295,000 KW reported as 
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dependable hydro capacity was discussed in that confer¬ 
ence? A. That is correct. One of the subjects of that 
conference and one of the two subjects discussed related 
to the amount of 295,000 KW. 

Q. Now then, in that discussion, having refreshed your 
recollection about the discussion, you know, do you not, that 
Messrs. Roland and Davis were advised that the base com¬ 
ponent of the 295,000 KW was 161,000 KW, which was 
determined by applying the energy available from the 
hydro generation during the week of the most adverse river 
flow to the actual 1945 load curve for the week of the maxi¬ 
mum load on the interconnected system, using a weekly 
recovery cycle? A. I am not so aware. 

Q. It is your statement that they were not so advised? 
A. Categorically the answer is that they were not so ad¬ 
vised. 

Q. I take that to mean if you were limited to a yes or 
no answer, you would have to say no, is that right? A. 
That is correct. 

[16126] And that if you were permitted to explain your 
answer you could say yes with an explanation, is that 
right? A. No, I wouldn’t say yes with an explanation, 
I would give the explanation. 

Q. Let us have your explanation, then we will see 
whether you can say yes. A. My recollection of that 
meeting now with respect to the discussion relating to de¬ 
pendable hydro capacity, is that either Mr. Davis or Mr. 
Roland stated they were interested in determining a com¬ 
parison between the 161,000 KW reported by Baltimore 
Company for the pool in the pool Form 12 report for the 
year 1945, with the 295,000 KW—in Schedule 16—the 295,- 
000 KW filed by Penn Water for the Holtwood-Safe Har¬ 
bor System. 

Q. In Schedule 16? A. In Schedule 16, that is 
correct. One or the other started the discussion and led it 
for a considerable way through. It was quite apparent that 
they had made their own conclusion that the substance of 
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the question that you have asked me was the manner in 
which the 295,000 was derived, without asking whether that 
was so. The conference then went on with reference to 
Schedule 2 and instead of going to Schedule 2 itself the 
conference went to the notes to Schedule 2 in the Penn 
Water-Safe Harbor System report—I mean the Holtwood- 
Safe Harbor System report—filed by Penn Water, [16127] 
in which my recollection is there was a number shown for 
the month of December for weekly use of pondage, with 
refill as of the beginning of the following Monday morning, 
of 207,000 KW, whereas the pool report filed by Baltimore 
Company showed an amount of 161,000 KW. 

The question was as to how we could reconcile those 
two figures. Mr. Davis and Mr. Roland were informed in 
substance— 

Q. Were what? A. Were informed in substance; 

1 don’t know the exact words—that the Baltimore Com¬ 
pany’s determination of 161,000 KW as shown in Schedule 

2 was based on the actual experienced loads for 1945 with 
weekly refill, and that the 207,000 KW shown in the note 
for the corresponding condition by Penn Water was based 
on estimated 1946 loads. 

In other words, there was no implication or intention 
in our answer in any manner whatsoever that the 207,000 
was derived from the 161,000 as a component. 

They then asked how the difference could be explained. 
It was explained that a part of the difference related to 
the treatment of the supply of Penn Water and Safe 
Harbor to Metropolitan Edison in 1946, which supply did 
not exist in 1945. The balance of the difference was a result 
of the difference in the load basis used by Penn Water 
and Safe Harbor, as contrasted with that used by Balti¬ 
more Company, Penn Water’s estimate being based on 
estimated 1946 load with [16128] Baltimore Company’s 
determination being based on actual load, actual load for 
1945. 
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I would have to check as to whether the difference in 
the treatment with respect to M. E. was 10,000 KW or 
6,000 KW. It is one or the other of those two numbers but 
the difference is quite inconsequential. The correct number 
is that 10,000 KW was the difference as to the treatment of 
M. E. and 36,000 KW was the difference resulting from 
the treatment of the load. 

No reference, in my recollection, was made with 
respect to Schedule 2 itself. However, this same note 
showed for complete refill of the Safe Harbor pond, in the 
table in which the number of 207,000 KW was shown, for 
complete refill of the Safe Harbor pond at the beginning 
of the following week for the month of December, 207,000 
KW, and showed an additional amount of 59,000 KW which 
would be the result of the use of the Safe Harbor pond for 
the stated specified conditions over the period of the week 
without complete refill at the beginning of the following 
Monday morning, with the result that the total amount 
shown using Safe Harbor pondage was 266,000 KW; and 
I think the memo states that Mr. Davis asked if the 88,000 
KW difference between the 295,000 KW shown on Schedule 
16 and the 207,000 KW shown in the note to Schedule 2, 
was that amount, or whether the 59,000 KW was the result 
of the use of Safe Harbor’s pondage. 

[16129] He was told that at times that was so and that 
at other times it would be the result of flows in excess of the 
most adverse flow. 

The question was then asked if the remaining 29,000 
KW was not the result of the use of flows higher than the 
most adverse, and there was a statement to the effect that 
it could be considered in that light. 

In addition it was pointed out—my recollection with 
respect to this matter is that Mr. Spaulding made this 
statement, and further my recollection of my impression 
of that time is that Mr. Spaulding had in mind not Schedule 
16 of Form 12, but rather his cost of service study, which is 
Exhibit 35 in this case. 
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Q. Did he express that or is that something you are 
assuming! A. If I may go on in my own way we will 
straighten that out a little later. It was my recollection 
of my impression, and on further check with Mr. Spaulding 
he assures me that that was his intention as of that time. 

In that connection he stated that the 295,000 KW was 
a judgment figure and pointed out that on the basis of 
seasonal use of Safe Harbor storage we would obtain an 
assured capacity of the Holtwood and Safe Harbor plants 
of 260,000 KW and, making an allowance of 15 percent 
reserve, there would be the equivalent of 39,000 additional 
reserve value, resulting in a [16130] total dependable 
capacity of 299,000 KW. 

There is a further note in the memorandum to the 
effect that Mr. Spaulding pointed out that if the study in 
Exhibit 35 had been made on an assured basis, that sub¬ 
stantially the same result would have been obtained as if 
made on the basis of using a judgment figure of 295,000 
KW. 

There is a further statement in that memo that the 
basis for Penn Water’s estimates of 1946 loads for the 
interconnected system, were based on prewar experience 
relating to loads, and there is a further statement that a 
suggestion was made to both Messrs. Davis and Roland 
that they confer with their fellow workers in the Federal 
Power Commission who, we understood, were working 
with the Army Engineers investigating the feasibility of 
new hydro-electric developments, pointing out it was our 
understanding that they were making studies on the basis 
of seasonal use of pondage and that their load shapes were 
based on the 1940 loads. 

I think that covers that memo relating to the confer¬ 
ence with Messrs Davis and Roland as of June 25, 1946. 

* • • 

[16135] Q. Is it your testimony, Mr. Watchorn, that the 
295,000 KW reported as dependable hydro capacity in 
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the 1945 FPC No. 12 report, filed by Penn Water, was 
merely a judgment figure! A. No, that is not my 
testimony. 

Q. Your testimony was that the 295,000 KW as shown 
in Exhibit 35 was merely a judgment figure! A. That 
is correct. 

Q. And it is just happenstance that the two come out 
together! A. Yes, I think that is fair. 

• • • 

[16141] Q. Now then, isn’t it the fact from your 
review of the memorandum that it appears that at no time 
during the conference was it suggested that the determina¬ 
tion either by Mr. Spaulding in Exhibit 35 or the deter¬ 
mination in FPC Form 12 for 1945 of 295,000 KW, was 
based upon the probability method as testified to in this 
case! A. That is not correct, Mr. Goldberg. 

Q. You state that in that conference they were advised 
that the probability method was followed in determining 
the 295,000 KW in reporting that amount in FPC Form 
12 for 1945! A. No, I did not say that, Mr. Goldberg. 

Q. Was it suggested to them—that is, Roland and 
Davis—that the probability method had been followed in 
arriving at the 295,000 KW for Form 12! A. The 
second complete paragraph on page 5 reads as [16142] 
follows: 

“Mention was also made of probability as another 
approach to determination of the 295,000 KW depend¬ 
able hydro capacity. The purpose of this study was to 
show that the same reliability of service could be pro¬ 
vided with the Holtwood-Safe Harbor hydro capacity 
replaced by at least 295,000 KW of steam capacity.” 

And further referring to the note to Item 1(b) of 
Schedule 16 of the Form 12 report for the Holtwood-Safe 
Harbor system filed by Penn Water for the year 1945, 
which was available to Messrs. Davis and Roland prior to 
the meeting or the conference of June 25 and with respect 
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to which they stated they were interested, relative to the 
calling of this meeting, note Item 1(b) is as follows: 

“The dependable capacity available from the 
system hydro plants was determined in accordance 
with the instructions for Schedules 2 and 16. This 
determination is based on estimated loads for the year 
1946. It takes into account seasonal variations in the 
firm power load of the interconnected system, peaking 
capabilities of system steam capacity, scheduled steam 
maintenance requirements, frequency of occurrence, 
duration and magnitude of low flows in the various 
seasons throughout the year and frequency of occur¬ 
rence and magnitude of high flows, together with the 
requirements for emergency [16143] use of stored 
energy to carry the system load during periods of 
forced outages of large amounts of system steam 
capacity.” 

That, although not using the word “probability” in 
that paragraph, spells it out so clearly that anyone should 
have no question but that the theory of probability was the 
sole and only basis for the determination of the 295,000 KW 
reported in the schedule thereto. 

Q. Was that what Messrs. Boland and Davis were ad¬ 
vised in the conference on June 25, 1946, that the sole and 
only basis— A. They didn’t ask that question. 

Q. —was the probability method? A. They didn’t 
ask that question and they had the report with them and 
nobody stopped them from reading it. It was assumed they 
had read it and they raised no question as to what the 
meaning of that note was. 

Q. You say they were not told that because they didn’t 
ask that question, is that right? A. Well, I don’t know 
as to that particularly. All I am stating is that they didn’t 
ask the question. 

Q. And therefore nothing was said about it, is that 
your point? A. There was something said. I just 
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quoted here the second paragraph on page 5 where it was 
stated that, “Mention [16144] was also made of probability 
as another approach to the determination of the 295,000 
KW dependable hydro capacity.’ ’ So, Mr. Goldberg, I have 
to say that mention was made of probability as being a 
basis for the determination of the 295,000. 

Q. Not as the sole basis for the determination but only 
as another approach in determining dependable hydro 
capacity, isn’t that so? A. Talking about— 

Q. Let’s talk about what you said in the memorandum, 
isn’t that so? 

# * * 

The Witness : That is what the memo states, yes. 

By Mb. Goldberg : 

Q. And that is what they were advised that it was 
merely another approach that could be used? A. The 
memo so states but as I have stated previously the 295 
dependable hydro capacity was discussed at that confer¬ 
ence in two different lights. 

• # * 

[16151] Q. Did I understand you to say during your cross- 
examination that you had first determined that outage for 
scheduled maintenance could be treated as an additional 
load, that you had first determined that in June or July, 
1945? A. That was one of the factors determined as of 
that time. Another factor I overlooked the other day when 
you were asking that general line of questions, is a very 
important consideration as to the treatment of the load 
carrying capabilities of the hydro plant and the reductions 
in such load carrying capabilities of the hydro plants were 
also treated as an addition to the load. 

• « # 

[16171] Q. What is the maximum in terms of feet for the 
6 million kilowatt hours? Is it 12 feet? A. That is about 
12.2 feet for Safe Harbor, and I don’t know, I cannot recall 
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at this moment just what elevation we used for Holtwood 
in that matter. 

• • • 

[16185] Q. I want to show you an article written by Mr. 
Spaulding on “The Coordinated Operation of Hydro and 
Steam Capacity in Electric Power Systems,” which ap¬ 
pears in Volume 66 of the 1944 American Society of 
Mechanical Engineers Transactions. The article begins at 
page 545 and I see that you apparently have a copy of 
your own; is that right? A. That is a copy of one of 
my coworkers. 

Q. Well, let me just call your attention, then, to the 
part that I was interested in. On page 548 of the volume 
referred to, this paragraph appears and runs over to 
page 549: 

[16186] “It is necessary to emphasize that the amount 
of hydro capacity which may be available from draw¬ 
down cannot be considered as replacing the entire 
system reserve requirements. Obviously, it is impos¬ 
sible for pondage to be used as protection against all 
outages of steam capacity, for these are almost con¬ 
tinuously existent; in low flow the available pondage 
would soon be exhausted, as opportunities for refill 
would be inadequate. Neither could pondage provide 
protection against errors in load estimates, which must 
be made several years in advance, nor could it provide 
capacity to cover scheduled maintenance, where re¬ 
quired during the peak load period of the year. How¬ 
ever, under normal conditions, pondage might be con¬ 
sidered for about one-third of the total required 
system reserve.” 

I have correctly read that paragraph, have I not? 
A. That is correct. 

• • • 

[16187] Q. I see. Well, I will let you read it, I assure you, 
but right now let me ask you if you agree with the state- 
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ments made in the paragraph I have just read. A. I 
think that, in the absence of the portion of the paragraph to 
which I have just made reference, that the statement in the 
paragraph that you have just read is a conservative treat¬ 
ment of that problem and as of that time, I was in perfect 
accord with it. 

Trial Examiner: What year was that? 

The Witness: That paper was presented at a meeting 
April 3 to 5,1944. 

Mr. Goldberg: Now, may I have the last answer 

read? 

Trial Examiner: Yes. 

(Answer read by the reporter.) 

By Mr. Goldberg: 

Q. Now, do I understand that though you were in 
accord with the statements contained in that paragraph at 
the time it was presented, you are not today in accord 
[16188] with those statements? A. Not to the same ex¬ 
tent as of then, for the reason that since that time I have 
found it impossible to make an evaluation of all the relevant 
factors. 

Q. And these relevant factors to which you refer are 
those that came to you in the latter part of June and begin¬ 
ning of July, 1945? A. Oh, no, the factors I am speak¬ 
ing of there, most of which are mentioned in Mr. Spauld¬ 
ing’s paper. 

Q. You mean today you are better able to evaluate the 
factors referred to in that paragraph, or in the paper, than 
you were at that time? A. Oh, I have since evaluated 
them. My testimony is related to that evaluation, whereas 
of that time I couldn’t make that evaluation. 

Q. But now you don’t agree with that paragraph any 
more, because you have been able to make an evaluation? 
A. Not in its entirety, that is correct. 
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[16191] Q. You don’t know today whether you can agree 
with the statement that “However, under normal condi¬ 
tions, pondage might be considered for about one-third of 
the total required system reserve;” is that right? 

* * • 

[16192] The Witness: Yes, sir. My answer is that I do 
know whether or not I agree with that statement. 

By Mb. Goldbebg: 

Q. Do you? A. No, I do not agree with the state¬ 
ment. 

• * • 

[16194] Q. You had expressed a desire to read a para¬ 
graph into the record, and I would like to give you that 
opportunity now. And just so the reference can be to the 
copy as it appears in the official transactions, will you tell 
us on what page of said transactions it appears? A. It 
appears on page 547, and is contained in two paragraphs 
at the top of the column to the right on that page, and reads 
as follows: 

[16195] “In the foregoing procedure, there are certain 
hydro resources which have not been fully evalu¬ 
ated. Additional hydro capacity is available for 
something less than 93 percent of the time, resulting 
from river flows in excess of those used in capacity 
computations. Such capacity is available for the re¬ 
lease of steam units, for maintenance work, in addition 
to that scheduled in advance, and much maintenance 
of this nature has recently been necessary.” 

Parenthetically, this last condition refers to the con¬ 
ditions that existed during the war. 

“Additional hydro capacity is also available from 
the short-time use of pondage when required by the 
simultaneous forced outage of a large number of steam 
units, even with stream flows lower than those used in 
capacity computations. The extent to which a system 
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would be willing to rely on such capacity as firm would 
be influenced by the forced outage record of its own 
or similar steam generating equipment, and upon the 
amount of other reserve capacity then available on the 
system. 

“Perhaps someone will eventually evaluate and 
properly combine all the pertinent factors by the appli¬ 
cation of a probability theory. As this theoretical 
solution now seems impractical, an attempt has been 
made to approximate the possible use of pondage in 
the light of the forced outage experience of steam 
generating equipment, [16196] the ideal objective still 
being that a combined hydro and steam system should 
have substantially the same degree of reliability as an 
all-steam system.’’ 

• • • 

Q. And in an earlier answer you have indicated that 
those two paragraphs should be taken into account in con¬ 
nection with the paragraph that I read into the record from 
the article; is that right? 

• * * 

A. Yes. What I meant there was that since I have 
now been able to make the evaluation, expressed in partic¬ 
ularly the last paragraph I have just quoted, I no [16197] 
longer agree with the last sentence of the paragraph in 
Mr. Spaulding’s paper that you had quoted. 

# « • 

[16251] Q. Let’s see if I can inspire you, as I did yester¬ 
day. Do you remember, on June 16, 1941, you and Mr. 
Loane jointly prepared a discussion of a paper by H. C. 
Forbes and K. F. Bellows of the Consolidated Edison Com¬ 
pany of New York relating to generating system capacity 
reserves in connection with probability? A. I have so 
testified. 
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[16252] Q. Now, then, this was stated by you and Mr. 
Loane: 

“We have found no easy way of reducing the 
variations in magnitude of stream flow to a proba¬ 
bility basis and at the same time retain the essential 
variations in flow with respect to time.” 

That appears there, does it not? A. That is correct. 
Q. What did you mean when you said that? A. 
What I had stated before that the previous work I had 
done in this matter involved a tremendous amount of cal¬ 
culations to get a result, which even then did not take into 
account all the pertinent factors involved. 

Q. Do you mean today you have found an easy way of 
doing what is there referred to? A. Oh, yes, I testified 
to that on cross examination by you. 

Q. So that today you have found a way of reducing 
the variations of magnitude of stream flow to a probability 
basis and at the same time retain the essential variations 
[16253] in flow with respect to time; is that right? A. 
That is correct, and that was the point of the passage in 
Mr. Spaulding’s paper that I desired to read into the rec¬ 
ord yesterday, which you so kindly permitted me to do. 

• • « 

[16254] Q. In that same paper, you and Mr. Loane stated, 
did you not, as follows: 

“The particular generating system in which we 
are interested is a coordinated combined hydro and 
steam system. The hydro plants are low head, ap¬ 
proximately 50 feet, and operate run of river, as dis¬ 
tinguished from seasonal storage.” 

Is that right? A. That is correct. 

Q. You were there referring to Safe Harbor and Holt- 

wood? A. That is correct. 

• • • 

Q. I have no subsequent questions. A. Oh, then, it 
so states on that page. 
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Q. In that same paper, you said this, did you not: 

“The valleys in the steam generation requirements 
either in the case of an all-steam system or combined 
hydro and steam system should be utilized for main¬ 
tenance of the steam units. We have found it conveni¬ 
ent in our probability studies to treat the scheduled 
outage of steam equipment as an addition to the load 
and to consider that [16255] all the steam units are 
available at all times except for possible forced out¬ 
ages. The procedure is conservative—” that has a 
familiar ring? “—although slightly inaccurate and 
results in a considerable simplification of our compu¬ 
tations. 7 7 

You so stated, did you not? A. That is correct. 

Q. What was the date of that paper? A. I want to 
give a qualification respecting this. 

Q. Before you do that, will you tell us the date of the 
paper? A. The date of this paper is June 16, 1941. 

Q. Now, will you go ahead with your qualification? 
A. And in preparing my testimony with respect to this 
matter, I merely checked the title of the discussion and the 
paper to which it referred, without reading its text, and 
apparently, between the time that this paper was prepared 
and subsequent work, that I had forgotten that we had done 
on this and rediscovered this process at a later date. In 
fact, there would be no point with respect to this particular 
matter had I recalled that this was the fact, to have not so 
stated, in my direct testimony and cross examination. 

• # * 

[16256] A. I would like to correct that and say, in fact, 
there would be no point, had I been aware of this matter, 
to have not so stated in my direct testimony, in contrast 
to which there would have been no point with respect to 
this particular matter. 
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Q. Let me see if I can unravel that in my own mind. 
I understand that what you are trying to do is reconcile 
the statement with respect to the time of discovery of the 
addition of scheduled outages of steam equipment to the 
load, and your statement on cross examination that you 
first discovered it in June of 1945. That is what you are 
trying to do, reconcile the two! A. That is correct. 

• • # 

[16332] Redirect Examination 

• • • 

[16344] By Mr. Sparks: 

Q. In Mr. Reiblich’s question at the top of page 16261, 
he referred to Baltimore Company’s interpretation of the 
instructions of Form 12, relating to dependable hydro 
capacity, stating that Baltimore Company [16345] con¬ 
sidered “the difference between the highest annual one- 
hour peak and the maximum base steam load requirements 
for the minimum seven-day river flow reported on for that 
period of the year.” In that interpretation was Baltimore 
Company assuming the coincidence of minimum flows with 
maximum loads! A. They were, and that is one of the 
objections to using that rule of thumb method without 
proper consideration of probability, for we know that we 
do not frequently get such a coincidence. My criticism has 
gone largely to the fact that they used the most adverse 
flow on record “for that period of the year” together with 
an estimate of an “annual one-hour peak” that was not as 
large as past experience had indicated must be expected for 
future peak loads. 
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[16392] H. ZINDER 

* • * 

Cross Examination (Resumed) 

By Mr. Goldberg : 

Q. On page 2 of Exhibit 319, Mr. Zinder, you speak 
of the operations of the system. That is the paragraph 
immediately preceding the caption “Summary of Results.” 
Do you see that? A. Yes. 

Q. The system you there referred to consists of what? 
A. The system of Penn Water. 

Q. So that when you speak of the operations of the 
system, I take it you mean only the operations of Penn 
Water? A. Essentially so. 

Q. So that when you stated that the determination of 
what would be a reasonable and feasible method of assign¬ 
ing property and costs is based on a study, among other 
things, of the operations of the system, you were speaking 
essentially of a study of the operations of Pennsylvania 
Water and Power Company? [16393] A. That is right. 

Q. Did you study the operations at all or any of the 
other companies comprising the interconnected system? 
Namely, Safe Harbor, the Washington Company, and the 
Consolidated Company? A. I didn’t study the opera¬ 
tions of those systems as complete systems. Certain trans¬ 
actions between those systems and Penn Water, which ap¬ 
peared in the study of the Penn Water System. 

Q. Did you study the operations of the Consolidated, 
Washington and Safe Harbor Companies in so far as they 
had a bearing on the transactions with which you were 
concerned? A. I think so. 

Q. What transactions were those? A. The transac¬ 
tions that I was concerned with are those between Penn 
Water and Baltimore Company, the service rendered by 
Penn Water and Baltimore Company. 

Q. Were you concerned, in your study, with the serv¬ 
ices rendered by Baltimore to Penn Water? A. No, not 
directly. 
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Q. What do you mean by “not directly”? A. Well, 
it was necessary, in determining the services rendered by 
Penn Water to Baltimore, to determine the use of certain 
facilities. And over some of those facilities, [16394] some 
services were rendered by Baltimore to Penn Water. To 
the extent that that entered into my studies, or were neces¬ 
sary in connection with my studies, they were considered. 

Q. Did you consider that there were services rendered 
by Penn Water to its Pennsylvania customers in Pennsyl¬ 
vania? A. No, not as far as determining any costs of 
such services was concerned. 

Q. To what extent, then, did you concern yourself with 
the services rendered by Penn Water to the Pennsylvania 
customers? A. Only to the extent of determining that 
any of the facilities used in connection with those services 
or any of the costs involved in connection with those serv¬ 
ices also involved facilities or costs in connection with serv¬ 
ice by Penn Water to Baltimore. 

Q. I understand, from that last answer, that you 
studied the services rendered by Penn Water to the Penn¬ 
sylvania customers in Pennsylvania for the purpose of 
ascertaining whether the facilities involved in rendering 
those services had a bearing on the costs you were allocat¬ 
ing to Baltimore; is that right? A. That is right. In 
other words, whether any of those facilities w T ere also 
facilities involved in service to Baltimore. 

[16395] Q. From your studies, are you able to describe the 
physical operations of the interconnected system? A. In 
a general way, yes. 

Q. Will you do so? A. First of all, Penn Water has 
a hydro plant and steam plant. The hydro plant has both 
25 and 60-cycle units installed. The steam plant has only 
60 cycle units. From the Holtwood hydro plant, there is 
the Highlandtown line, which carries 25-cycle energy from 
the Holtwood plant to Baltimore. I might say that, also, 
at the Holtwood plant, there is the Holtwood substation. 
Also, out of Holtwood, there is a line to Lancaster, for the 
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purpose of delivering 25-cycle energy and services to Lan¬ 
caster. 

There are lines from Holtwood to Lancaster and to 
Coatesville for 60-cycle service. 

From the Safe Harbor plant, there are two major 
220 kv lines for the transmission of 60-cycle energy and 
services to Baltimore. One is known as the Westport line 
and the other is the Riverside line. From a point on the 
Westport line, there is a connection to Potomac Electric 
Power Company. Also from the Safe Harbor plant there 
is a 25-cycle single phase line known as the Perryville line, 
used primarily for service to the Pennsylvania Railroad. 

There is also a line from the Holtwood plant for 
[16396] service to Metropolitan Edison. 

I think that that is both a brief description of the 
facilities and the operations. The Safe Harbor plant 
generates both 25-cycle single phase service and 60-cycle 
three-phase service. 

Q. For the most part you have described the physical 
facilities of the system, isn’t that so, rather than the 
operations of it? A. Well, I have tried to describe the 
physical facilities and the use made of those facilities, 
which, in turn, represents an operation. 

Q. How does the interconnected system operate with 
respect to the rendering of service to Pennsylvania Power 
and Light Company at Lancaster, for example? 

• « • 

A. With respect to the 25-cycle service to Lancaster, 
that is service rendered by Penn Water alone. As far as 
the operation of the interconnected system, of what you call 
the interconnected system, is concerned, for service to 
Lancaster, I can’t describe it in detail, except to say that 
my determination found that none of the facilities used for 
that service, as far as Penn Water was concerned, were 
involved in rendering service to Baltimore, on the part of 
Penn Water. 
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[16397] By Mr. Goldberg: 

Q. How did you determine that? How did you go 
about finding that out? A. Well, there is no major and 
direct connection between the transmission line to Lan¬ 
caster and Baltimore, and that is also based on discussions 
with the company people. 

Q. Who? A. Mr. Loane. 

Q. Is there any major connection between Baltimore 
and the railroad for service through the Conestoga Sub¬ 
station, through the Safe Harbor plant? 

• • • 

The Witness: I can’t answer that. 

By Mr. Goldberg : 

Q. Why can’t you answer it? Do you mean you have 
not made any studies that would enable you to answer it? 
A. I did go into some of these other operations at the time 
of my study, but my study was concerned with the service 
rendered by Penn Water to Baltimore. Your question, as 
I understand it, deals with a connection between Baltimore 
and the railroad. 

Q. As I understood your earlier answer with respect 
to service at Lancaster, one of the elements you considered 
was the lack of a major connection between Baltimore and 
the service of Lancaster; is that right? [16398] A. Yes. 

Q. And you derived that information, you say, in part, 
from a discussion with Mr. Loane? A. Yes. 

Q. Now, since that formed one of your bases for con¬ 
cluding that service to Lancaster had no bearing on your 
allocations to Baltimore, why didn’t you concern yourself 
with the existence or lack of existence of major connections 
between Baltimore and other services involved on the inter¬ 
connected system? A. Well, I can answer that this way: 
I did, to the same extent as I described in the case of 
Lancaster. I think I stated in my exhibit that the costs 
shown were not less than the amount determined in here. 
That statement was made because, to some small extent, it 
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is possible that other facilities were involved, and I did not 
include those other facilities and other costs. 

Q. At the moment I am concerned with your under¬ 
standing of the operations, because I think you will agree 
with me that you must have an understanding of the opera¬ 
tions to arrive at a reasonable cost allocation. Is that a 
fair statement? A. Not entirely in this case. 

Q. Why not? A. The study which I have presented 
here is confined [16399] to the service rendered by Penn 
Water to Baltimore. It is not concerned with all the serv¬ 
ices rendered by the company or by Penn Water. It was 
necessary, therefore, for me to concern myself only with 
those facilities and costs involved in that service. 

Q. Now, when you said it isn’t necessarily so, in this 
case, in response to my question, I take it you were relating 
that to the very narrow function you were performing in 
presenting your testimony in this case; is that right? 

• • • 

A. Maybe my objection, or not objection but difference, 
has to do with a function I am performing. I considered 
the single problem, namely, service by Penn Water to 
Baltimore, and my studies were related to that. 

By Me. Goldberg: 

Q. Are you saying that you can arrive at a reasonable 
allocation with respect to Baltimore Company, considering 
the operations of the interconnected system and the other 
services that Penn Water renders, by only concerning your¬ 
self with the services rendered by Penn Water to Baltimore 
Company? A. Let me try to put it in my words. I am 
not sure I have your words clear. 

[16400] Q. All right. A. I believe I have arrived at a 
reasonable cost of those services, or at a proper cost of 
those services rendered by Penn Water to Baltimore. 

Q. And you say that you can arrive at that without 
considering other services rendered by Penn Water to 
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other customers in their relationship to the service ren¬ 
dered to Baltimore? 

• • • 

A. I say that I can arrive, and have arrived, at such 
a cost by considering the Penn Water system and those 
facilities and costs incurred in connection with its service 
to Baltimore. 

By Me. Goldberg : 

Q. And you have done that without regard to the rela¬ 
tionship of the services rendered by Penn Water to Balti¬ 
more and other services rendered by Penn Water to other 
customers? A. No, I wouldn’t say that. 

Q. Why not? A. I have gone sufficiently far, I 
believe, in my review of the operations of the system, to 
determine those costs which I believe are properly allo¬ 
cable to Baltimore. [16401] In connection with that deter¬ 
mination, no part of the costs, for example—or no portion 
of the payments made to Safe Harbor are included, and 
no portion of the costs of such purchases as Penn Water 
makes from its other customers has been assigned to Balti¬ 
more. To the extent that some of those purchases, or some 
of those services purchased, are used to render service to 
Baltimore, to that extent—and their costs have not been 
included here—I would say that the cost that I have shown 
is understated to that extent. 

Q. Have you concluded, in your studies, that the pay¬ 
ments made to Safe Harbor by Penn Water had no bearing 
on the cost of service to Baltimore by Penn Water? A. I 
would prefer to go to the statement I have made in that 
respect in the exhibit in answer to that question. 

Q. Are you looking for the statement you make at the 
bottom of page 4 and at the top of page 5 of your exhibit? 
A. Yes, that is right. At that point I state that—let me 
read that statement— 

“In addition to the costs associated with its own 

investments, Penn Water has other costs. It receives 
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services from Safe Harbor Water Power Corporation, 
hereinafter referred to as Safe Harbor, and it engages 
in interchange transactions with its customers [16402] 
resulting in the receipt as well as delivery of energy 
and services. The costs associated with these transac¬ 
tions must also be allocated to the use made of these 
services. Consideration was given to the character of 
these services. It was found that some of the costs 
associated with these services might properly be allo¬ 
cable to Baltimore but that the amount involved would 
be relatively small. Accordingly, no part of the pay¬ 
ments associated with these services has been assigned 
to Baltimore. Thus it may be stated that the cost to 
serve Baltimore is no less than the amount determined 
herein.” 

• • • 

[16518] Q. Sources that are available only on an as-if-and- 
when basis are not considered by you as firm power commit¬ 
ments; right? A. That is right. 

• • « 


[16581] G. W. SPAULDING 

* • • 

Dibect Examination 

« « « 

[16584] By Mb. Spabks: 

Q. Beginning at line 15 of page 906 of the transcript, 
Mr. Boland testified with respect to the companies from 
whom Penn Water receives electric energy. What are 
the facts as respect the receipt of electric energy from 
Safe Harbor Water Power Corporation by Penn Water? 
A. Penn Water receives all of the electric services includ¬ 
ing electric energy available from the Safe Harbor Hydro¬ 
electric Development, owned and bperated by the Safe 
Harbor Water Power Corporation. Such services are sup- 
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plied to the transmission facilities of Penn Water by Safe 
Harbor within the latter’s project boundary, in part for 
delivery by Penn Water and its wholly owned subsidiary, 
S.T.Co., from Safe Harbor to Baltimore Company at points 
in Maryland; in part are delivered by Penn Water to the 
joint customers of Penn Water and Safe Harbor in Penn¬ 
sylvania; in part are delivered by Penn W^ater and S.T.Co. 
to the Pennsylvania Railroad Company in Pennsylvania 
and Maryland; and in part are delivered by Penn Water to 
Metropolitan Edison Company. 

Q. For what purpose does Penn Water receive such 
electric service from Safe Harbor Water Power Corpora¬ 
tion? A. All of such electric services are used in public 
service either by Penn Water or by the public utilities’ cus¬ 
tomers of Penn Water or the joint customers of Penn 
Water and Safe Harbor, except for such amounts as may 
be consumed [16585] in transmission and other system 
losses. 

Q. At line 5 of page 909 of the record, Mr. Roland testi¬ 
fied that the 110 Kv. line extending from Baltimore Com¬ 
pany’s Philadelphia Road Substation in Baltimore, to its 
Gunpowder Substation in Maryland, was owned by the 
Susquehanna Transmission Company of Maryland, but was 
leased to Baltimore Company. Is this line in fact leased 
to the Baltimore Company? A. No, it is not. This 110 
Kv., 60 cycle transmission line, approximately 9.6 miles 
in length, is one of the several special facilities provided 
by Penn Water and S.T.Co. for the sole use of Baltimore 
Company under the contract identified as Items H and I. 

Prior to the Supplemental Agreement of June 1, 1931, 
certain special facilities, including this transmission line, 
were furnished at a specified contract rate, which rate was 
considered as a rental charge. Under the Supplemental 
Agreement of June 1,1931, there is no itemized charge re¬ 
lating to these special facilities. The compensation for the 
use of this line is included in the lump sum payments under 
that contract. 
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Q. Beginning at line 11 of page 912 of the record, Mr. 
Roland testified with respect to the receipt of payments by 
Penn Water from its customers, including Pennsylvania 
Power & Light Company and Philadelphia Electric Com¬ 
pany. For what [16586] purpose does Penn Water receive 
such payments? A. Penn Water receives payments 
from the Pennsylvania Power and Light Company and the 
Philadelphia Electric Company for all of the services, in¬ 
cluding electric services rendered to those companies. The 
payments received for these services were received by Penn 
Water, acting for itself and as agent for Safe Harbor. The 
electric services so rendered are rendered jointly by Penn 
Water and Safe Harbor. 

Mr. Sparks: I would like to offer this document 
for identification. 

Trial Examiner: The document may be marked 
for identification as Exhibit Number 352. 

(The document referred to was marked for Iden¬ 
tification as Exhibit Number 352.) 

By Mr. Sparks: 

Q. Does this exhibit show the demand, energy and 
special facilities charges included in the revenue received 
by Penn Water from all of the Pennsylvania customers? 
A. Yes. 

Q. And they were all revenues received for services 
rendered jointly by Penn Water and Safe Harbor except 
to Metropolitan Edison Company for the year 1946? 
A. That is right. 

Q. At the top of page 913, Mr. Roland testified with 
respect to the use of the services by Baltimore Company, 
[16587] Pennsylvania Power & Light Company, Philadel¬ 
phia Electric Company and Metropolitan Edison Company, 
which Penn Water delivered to such companies. Is it a 
fact that all of the services, including electric energy, which 
are furnished to those customers, are resold by them? 
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A. No, not all of such services. Certain amounts of electric 
energy delivered to such companies are consumed in their 
respective power systems as losses. Of the other electric 
services supplied, such as power factor cooperation, voltage 
regulation, frequency control, spinning reserve or capacity 
service, I am not aware that such services are all resold; 
rather, it is my opinion that such services are used by the 
receiving companies in part to augment their own services 
and in part are consumed within the respective electric sys¬ 
tems in the same manner that energy losses are consumed. 

Q. Beginning at line 4 of page 914 of the record, Mr. 
Roland testified with respect to the deliveries of energy by 
Penn Water to the Pennsylvania Railroad Company at 
Conowingo and Perryville, Maryland, for the account of 
Baltimore Company, and also with respect to the deliveries 
to the Potomac Electric Power Company near Takoma 
Park, Maryland, for the account of Baltimore Company. 
Mr. Roland referred in this connection to his Exhibit 37 
and certain of the symbols designated thereon. Was Ex¬ 
hibit 37 a map prepared by the [16588] Company? A. 
It was. 

Q. Do similar maps, now prepared and published by 
the Company, contain the symbol designations referred to 
as respects Perryville, Maryland; Conowingo, Maryland; 
and Takoma Park, Maryland, as were shown on Exhibit 
37 ? A. No, they do not. 

Mr. Sparks: I would like to offer this map for 
identification. 

Trial Examiner : It may be marked for identifica¬ 
tion as Exhibit No. 353. 

(The document referred to was marked for Iden¬ 
tification as Exhibit Number 353.) 

By Mr. Sparks: 

Q. Why was the designation of such delivery points 
changed? A. Because of possible misinterpretation as 
to the meaning of the phrase “for the account of Baltimore 
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Company” and specifically because of such misinterpreta¬ 
tion by Commission witnesses in the present proceedings. 

Q. Was such designation as shown on Exhibit 37 a 
misstatement of the facts? A. Not in all instances, but 
it was an over-simplified representation. 

Q. What are the facts as respects the interconnection 
[16589] points at Conowingo and Perryville, Maryland? 
A. At Perryville, Maryland, and Conowingo, Maryland, 
there are interconnections between the transmission facil¬ 
ities of Penn Water’s wholly owned subsidiary, S.T.Co., 
and the electrification facilities of the Pennsylvania Rail¬ 
road. At both points of interconnection, S.T.Co.’s trans¬ 
mission lines connect with the Railroad’s distribution sub¬ 
stations supplying its electrified division and electric serv¬ 
ices are supplied from the facilities of S.T.Co. to the 
facilities of the Railroad. Although these points of inter¬ 
connection are referred to as delivery points in the Rail¬ 
road Power Supply Contract, identified as Exhibit 10, there 
is no reference in the contract as to which one of the several 
supplying companies will make such deliveries. 

The phrase “for the account of Baltimore Company,” 
shown on Exhibit 37, was intended to refer to the Operat¬ 
ing Committee’s Memorandum, identified as Exhibit 11 in 
this proceeding, which provides that for the purpose of 
computing a division of the total revenues received by 
Baltimore Company from the Pennsylvania Railroad, the 
deliveries of electric services, including energy, in the State 
of Maryland and the District of Columbia shall be con¬ 
sidered as deliveries by Baltimore Company, while de¬ 
liveries of electric services to the Railroad in Pennsylvania 
shall be considered as deliveries [16589-A] by Penn Water. 

Q. On page 9336 of the record, Mr. Roland referred to 
Schedule 13 of the Holtwood-Safe Harbor Power System 
Statement to the Federal Power Commission on its Form 
12 report for the year 1944, and referred specifically to a 
note thereto relating to the hourly load supplied to the 
Pennsylvania Railroad in Maryland by Penn Water and 


1902 


G. W. Spaulding, Direct 


Safe Harbor for the account of Consolidated Gas Elec¬ 
tric Light and Power Company of Baltimore. Was this 
note, attached to Schedule 13 of the 1944 FPC Form 12 
Report, intended in any way to indicate that the energy 
supplied to the Railroad in Maryland was not a joint sup¬ 
ply of Baltimore, Penn Water and Safe Harbor? A. No, 
on the contrary. The notes attached to Schedules 13 and 
14 of the Holtwood-Safe Harbor Power System Statement 
(FPC Form 12) for the year 1944 were intended to make 
it perfectly clear that the supply to the Railroad, both in 
the State of Pennsylvania and the State of Maryland, was 
a joint supply of Baltimore Company, Penn Water and 
Safe Harbor. 

Q. What are the facts as respects the interconnection 
point near Takoma Park, Maryland? A. At a point 
northeast of Takoma Park, Maryland, there is an intercon¬ 
nection between the transmission facilities of S.T.Co. and 
the transmission facilities of the Potomac Electric Power 
Company, such interconnection point being merely the divi¬ 
sion of ownership of a single continuous 220 kv. [16589-B] 
transmission line extending from Ellicott Substation near 
Baltimore to the Takoma Park distribution substation of 
Potomac Electric Power Company, adjacent to the District 
of Columbia line. Through this point of interconnection, 
electric services are supplied from the transmission facil¬ 
ities of S.T.Co. to the system of Potomac Electric Power 
Company and these same facilities are also used for the 
interchange of electric services. 

[16590] However, neither Penn Water nor S.T.Co. has any 
contract for the supply of electric services to, or the receipt 
of such services from, the Potomac Electric Power Com¬ 
pany. Provisions for such transactions, including inter¬ 
change, are part of an agreement between Baltimore Com¬ 
pany and Potomac Electric Power Company to which Penn 
Water is not a party. The contract, identified in this pro¬ 
ceeding as Item D, between Baltimore Company, Penn 
Water and S.T.Co., provides that S.T.Co. will provide the 
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necessary facilities and will transmit over these facilities 
such electrical power and energy as may be delivered to it 
at the terminals of its transmission lines for such purposes. 
Under the contract, identified as Item F, Penn Water, 
through its subsidiary, agrees to construct and operate the 
facilities above referred to and to perform at all times the 
obligations undertaken by Baltimore Company under its 
agreement with Washington Company. 

Q. At pages 929 and 930, Mr. Roland referred to 
energy supplied by Philadelphia Electric Company to Penn 
Water at Perryville through the facilities of the Pennsyl¬ 
vania Railroad, stating that such deliveries were con¬ 
sidered as interchange delivery by Philadelphia Electric 
Company to Penn Water and that such energy as is used by 
the Railroad south of Perryville is considered a delivery 
by Penn Water to the Railroad for the account of Balti¬ 
more Company. 

Will you please explain the use of the expression “for 
[16591] the account of Baltimore Company”? A. Any 
use by Penn Water of the expression “for the account of 
Baltimore Company” in this connection is the result of 
arrangements provided for under a contract between the 
Pennsylvania Railroad on the one hand and Philadelphia 
Electric, Penn Water, Safe Harbor and Baltimore Com¬ 
pany on the other hand. Such contract, identified as 
Exhibit 135, is known as the Railroad Parallel Opera¬ 
tion Agreement. Under such operations as provided 
therein, Philadelphia Electric Company frequently sup¬ 
plies amounts of electric services greater than its con¬ 
tractual obligations and some of these electric services, 
including electric energy, are used by the Pennsylvania 
Railroad in the sections of its electrification south of Perry¬ 
ville. 

Such energy so used south of Perryville is metered 
within the Railroad system at that point and such supply so 
metered is accounted for under the contract identified as 
Exhibit 134 as an interchange transaction by Philadelphia 
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Electric Co. to Penn Water and a delivery by Penn Water, 
Safe Harbor and Baltimore Company to the Railroad 
under contract identified as Exhibit 10. 

Q. Are all deliveries to the Pennsylvania Railroad in 
Maryland, including the District of Columbia, in fact an 
operating responsibility of Baltimore Company alone? 
A. They are not. They are merely a part of the joint 
[16592] operating responsibilities of Baltimore Company, 
Penn Water and Safe Harbor. 

Q. At line 8 of page 934, Mr. Roland testified with 
respect to the division of the output of the Safe Harbor 
plant to Baltimore and Penn Water. Is it a fact that 
Baltimore Company received in 1944 two-thirds of the out¬ 
put of the Safe Harbor Development? A. It is not. 

Q. What happens to the output of the Safe Harbor 
Hydro-electric Development? A. All of the electric 
services of the Safe Harbor Plant are delivered within 
the project boundary of the Safe Harbor Development to 
the transmission facilities of Penn Water. Penn Water 
transmits the major portion of such output for delivery to 
the joint customers of Penn Water and Safe Harbor or to 
the customers of Penn Water and such output is not trans¬ 
mitted from the State of Pennsylvania. Penn Water also 
transmits a portion of such output for delivery to the 
Pennsylvania Railroad at Fishing Creek, Pa., and at Cono- 
wingo and Perryville, Md. 

The balance of the Safe Harbor output which is very 
substantially less than two-thirds of the output is trans¬ 
mitted by Penn Water over its 220 kv. transmission lines to 
Baltimore and Washington. 

Q. Can you give the actual proportion of the electric 
energy generated at Safe Harbor which was delivered over 
the [16593] transmission facilities of Penn Water by Penn 
Water to Baltimore Company at or near Baltimore and 
Takoma Park, Maryland, in the years 1945 and 1946? 
A. In 1945, 41 per cent of the energy generated at Safe 
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Harbor was so delivered and in the year 1946, 33 per cent 
was so delivered. 

Q. Are the facts with respect to such operations for 
1946 presently on file with the Federal Power Commission? 
A. Such facts are reported in the 1946 Annual Report 
recently filed by Safe Harbor with the Federal Power Com¬ 
mission in its Form 1 Report and specifically shown on 
pages 512 and 513 thereof. Related facts are also reported 
by Penn Water in its Form 1 Report recently filed with the 
Federal Power Commission for the year 1946 and more 
specifically shown on pages 508, 512, 513, 514, 522, 523, 524 
and 531 thereof with notes relating thereto. 

• • • 

[16595] Q. On Exhibit 355, being the graphical presenta¬ 
tion of power flow across such State line, could you indicate 
the relative amount of the backfeed from Maryland that is 
used for the requirements of the Pennsylvania Railroad? 
A. The proportion of backfeed transmitted from Baltimore 
Company or Washington Company to Safe Harbor and 
used in connection with the requirements of the Pennsyl¬ 
vania Railroad varies from month to month. The percent¬ 
age of the total backfeed so used was at least 35 per cent 
in 1946. 

Q. Does this latter exhibit indicate by comparison 
[16596] with Exhibit 40, the abnormalities of the year 1944 
resulting from low river flow? A. Yes, and it shows the 
large amount of backfeed energy received from Baltimore 
Company in 1944 as compared with 1946 which was very 
close to an average flow year. 

Q. Beginning at line 3, page 935, and extending 
through line 8, page 941 of the record, Mr. Roland was 
questioned with respect to the use of electric energy 
received by Penn Water from Maryland and' the District 
of Columbia for purposes of resale to other electric utility 
companies in Pennsylvania. 

Is all of the electric energy received as backfeed from 
Maryland and the District of Columbia by Penn Water 
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nsed in connection with the firm power obligations of either 
Penn Water or of Penn Water and Safe Harbor jointly in 
the State of Pennsylvania? A. No, it is not. 

Q. What nse was made of the electric energy received 
as backfeed from Maryland and the District of Columbia 
by Penn Water which was not used in connection with the 
firm power obligations of either Penn Water or of Penn 
Water and Safe Harbor jointly in the State of Pennsyl¬ 
vania? A. Most of such amounts of electric energy were 
used in connection with the supply to the Pennsylvania 
Railroad Company, both at Perryville and Conowingo, 
Maryland, and at Safe Harbor, Pennsylvania, being a part 
of the joint obligations [16597] of Baltimore Company, 
Penn Water and Safe Harbor to that customer, while a 
small amount of such energy was used in connection with 
interchange transactions involving the delivery of such 
electric energy by Penn Water or Penn Water and Safe 
Harbor jointly to their electric utility customers in the 
State of Pennsylvania. 

Q. Was all of such backfeed energy received by Penn 
Water from Maryland and referred to by Mr. Roland at 
pages 935 to 941, and which may have been used in connec¬ 
tion with services to the Pennsylvania customers of Penn 
Water or Penn Water and Safe Harbor, used by such cus¬ 
tomers in public service? A. No, it was not, because a 
part of such energy was consumed in the transmission from 
Maryland to Safe Harbor and from Safe Harbor to these 
customers and a portion was consumed within the power 
systems of these customers as transmission and system 
losses. 

Q. Was such backfeed energy from Maryland and the 
District of Columbia delivered to Penn Water continuously 
at all times throughout the year? A. No. 

Q. When is such backfeed energy received by Penn 
Water and transmitted from Maryland to Pennsylvania? 
A. Backfeed is transmitted from Maryland to Pennsyl¬ 
vania generally during the low flow months of the year, but 
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[16598] at other times of the year backfeed may also be 
received during the off-peak hours of the week. 

Q. Is this backfeed energy used directly by Penn 
Water or Safe Harbor in supplying their Pennsylvania 
customers ? A. No. 

Q. What happens to this electric energy received by 
Penn Water in Maryland and transmitted to Pennsylvania 
as backfeed? A. Such electric energy is in all cases co¬ 
mingled with electric energy or other electric services gene¬ 
rated or supplied at either the Safe Harbor or Holtwood 
Power Developments before being used in connection with 
either their firm power obligations or interchange transac¬ 
tions with their Pennsylvania customers. 

Q. Do the deliveries of electric services, including 
electric energy, which were made to the Pennsylvania cus¬ 
tomers and to the Pennsylvania Railroad Company by 
Penn Water and Safe Harbor always include an amount of 
co-mingled backfeed energy received from Maryland? A. 
They do not. 

Q. At page 947 of the record, Mr. Roland testified with 
respect to the operation of house units at Safe Harbor 
during low flow operation. Is it a fact that at all times there 
is a generator operating, providing capacity and producing 
energy or reactive kva. at Safe Harbor? [16599] A. 
That is a fact. 

Q. Is it a fact that at all times there is a generator 
operating and producing energy or reactive kva. at Holt- 
wood? A. Except for a total of 135 hours in the last 
three years (1944-1945-1946) and then only on Sundays, 
there was a generator operating and producing energy or 
reactive kva. at Holtwood, and for each of those 135 hours 
there were frequency converters operating in the Holtwood 
plant supplying reactive, voltage regulation and other elec¬ 
tric services. 

Q. If at all times there is a generator operating at Safe 
Harbor, is it a fact that, as testified to, for example, by Mr. 
Roland at page 955, beginning at line 13, all of the energy 
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supplied to the Pennsylvania Power & Light Company at 
Donegal and Lehman Farm and to the Holtwood bus via 
Lehman Farm comes from Maryland? A. No. At all 
times such energy supplied at Donegal and Lehman Farm 
and to the Holtwood bus is energy transmitted from the 
Safe Harbor plant at 66 kv. and at times such energy is 
co-mingled with energy that might be from Maryland. At 
no time does all of the energy supplied at those points 
originate in Maryland without first being co-mingled with 
other electric services, including capacity, energy or reac¬ 
tive kva. originating at Safe Harbor. 

Q. Have you prepared a tabulation showing the 
amounts of energy supplied by Penn Water, or Penn Water 
and Safe Harbor [16600] to their Pennsylvania firm cus¬ 
tomers (other than the Pennsylvania Railroad) for the 
years of 1944, 1945 and 1946, for those hours when there 
was no net backfeed from Baltimore Company received by 
Penn Water and transmitted from Maryland to Pennsyl¬ 
vania, and also for those hours when there was net back¬ 
feed received by Penn Water from Baltimore Company? 
A. I have. 

Mb. Spabks: I would like to have this document 
marked for identification, Mr. Examiner. 

Trial Examiner: It may be marked as Exhibit 
Number 356 for identification. 

(The document referred to was marked for Iden¬ 
tification as Exhibit Number 356.) 

By Mr. Sparks : 

Q. Will you please explain this exhibit? A. Exhibit 
356 shows the total kilowatt hours supplied to the Pennsyl¬ 
vania firm customers in each of the three years, divided 
into the kwh. supplied during those hours when there was 
no net Baltimore backfeed and that supplied during those 
hours when there was such backfeed. The percentage that 
each is of the total energy deliveries is also shown. Also 
shown on Exhibit 356 are the total revenues received for 
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all firm electric services to these Pennsylvania customers, 
segregated to show the revenues billed and received for 
energy services [16601] alone during hours of Baltimore 
backfeed. 

Q. Have you prepared a tabulation showing the kilo¬ 
watt hours received by Penn Water in Maryland and trans¬ 
mitted to Pennsylvania during the years 1944, 1945 and 
1946 that were used in connection with supply to Penn 
Water’s, or Penn Water and Safe Harbor’s Pennsylvania 
firm customers other than the Pennsylvania Railroad? 
A. I have. 

Mb. Spabks: Mr. Examiner, I would like to have 
this document marked for identification. 

Trial Examiner: It may be marked as Exhibit 
Number 357 for identification. 

(The document referred to was marked for Iden¬ 
tification as Exhibit Number 357.) 

By Mr. Sparks: 

Q. Will you please explain this Exhibit? A. Ex¬ 
hibit 357 shows in Column 1, the kilowatt hours of net 
Baltimore backfeed used in connection with electric serv¬ 
ices supplied to Penn Water’s or Penn Water and Safe 
Harbor’s firm power customers in Pennsylvania (exclud¬ 
ing the Pennsylvania Railroad) for the years 1944, 1945 
and 1946. 

There is shown in Column 2 of this exhibit an amount 
of dollars received from these customers for an amount of 
energy equal to the amounts shown in Column 1. These 
dollars were computed by using the average energy rates 
actually billed to [16602] these customers. 

Column 3 shows, as a percentage, that portion of the 
kilowatt hours of net Baltimore backfeed used in connec¬ 
tion with electric services for firm supply, shown in 
Column 1, in relation to the total firm kilowatt hours sup¬ 
plied to the Pennsylvania customers. 
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Column 4 shows, as a percentage, the dollars computed 
and shown in Column 2 in relation to the total revenues 
received from these Pennsylvania customers for all firm 
power services under their respective contracts. 

Q. Have you prepared a tabulation showing the 
amounts of interchange energy supplied to the Pennsyl¬ 
vania customers during those hours when there was no net 
Baltimore backfeed received by Penn Water from Mary¬ 
land, and also during the hours when there was such back¬ 
feed received by Penn Water and transmitted from Mary¬ 
land to Pennsylvania? A. I have. 

Me. Sparks: Mr. Examiner, I would like to have 
this document marked for identification. 

Trial Examiner: It may be marked as Exhibit 
Number 358 for identification. 

(The document referred to was marked for Iden¬ 
tification as Exhibit Number 358.) 

By Mr. Sparks : 

Q. Will you please explain this exhibit? [16603] 
A. Exhibit 358 is a tabulation showing for the years 1944, 
1945 and 1946 the amounts of interchange energy supplied 
to the Pennsylvania interchange customers during hours 
of no net Baltimore backfeed and also during those hours 
when there was such backfeed received by Penn Water and 
transmitted from Maryland to Pennsylvania. There is also 
shown the percentage each of these is of the total inter¬ 
change services supplied. 

Also shown on this Exhibit 358 are the total revenues 
received for all interchange services to these customers 
segregated into the revenues received for the energies sup¬ 
plied during such hours and the percentage each of these is 
of the total interchange revenues received. 

Q. Have you prepared a tabulation showing the kilo¬ 
watt hours of net Baltimore backfeed transmitted from 
Maryland to Pennsylvania by Penn Water and used in 
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connection with the supply of interchange services to these 
Pennsylvania customers? A. I have. 

Mb. Spabks: I would like to have this document 
marked for identification. 

Tbial Examinee: It may be marked as Exhibit 
Number 359 for identification. 

(The document referred to was marked for Iden¬ 
tification as Exhibit Number 359.) 

By Mb. Spabks : 

Q. Will you please explain this exhibit? [16604] 
A. Exhibit 359 shows in Column 1, the kilowatt hours of 
net Baltimore backfeed used by Penn Water and by Penn 
Water and Safe Harbor in connection with the supply of 
interchange services to their Pennsylvania customers dur¬ 
ing the years 1944, 1945 and 1946. There is shown in 
Column 2 of this exhibit an amount of dollars received from 
these customers for an amount of energy equal to the 
amounts shown in Column 1. These dollars were computed 
by applying the average hourly rates used in connection 
with the interchange billing to these customers during such 
periods. 

Column 3 shows, as a percentage, that portion of the 
kilowatt hours of net Baltimore backfeed used in connec¬ 
tion with interchange services supplied, shown in Column 
1, in relation to the total interchange kilowatt hours sup¬ 
plied to the Pennsylvania customers. 

Column 4 shows, as a percentage, the dollars shown in 
Column 2 in relation to the total revenues for interchange 
services received from these Pennsylvania customers. 

Q. Was the year 1946 a typical or normal year as 
respects the amount of interchange transactions? A. No. 

Q. What was the nature of such abnormalities? A. 
During the year 1946 the utility companies in Eastern 
Pennsylvania experienced material growth in load. To 
meet such requirements and still complete required [16605] 
maintenance of equipment, much of which had been 
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deferred during the war period, they arranged with us, 
under existing contracts, for an unusually large amount 
of interchange services which is reflected in the data shown 
on Exhibits 358 and 359 for the year 1946. 

Q. Were the 1944 operating conditions as respects the 
amount of backfeed received from Maryland representative 
of the operating conditions in 1945 and 1946 or for average 
river flow conditions? A. They were not. River flow 
conditions experienced during the year 1944 were sub- 
stantially lower than average and the amount of backfeed 
energy received was greater than normal due in part to low 
river flows and in part to war conditions. 

Q. Beginning at page 979, Mr. Roland testified con¬ 
cerning the ownership of facilities for the transmission of 
electric energy which is transmitted from one or more 
states and consumed at points outside thereof, the amounts 
of electric energy so transmitted, and the sale of such elec¬ 
tric energy for resale. 

Does Penn Water own and operate facilities for the 
transmission of electric energy which is not transmitted 
from one or more states and consumed at points outside 
thereof? A. Yes, they do. 

Q. What are some of these facilities? [16606] 
A. With the exception of the 220 kv. transmission system 
extending from Safe Harbor to Baltimore and Washington 
and the 66 kv. transmission system extending from Holt- 
wood to Baltimore and a portion of the 132 kv. transmis¬ 
sion system extending from Safe Harbor to Perryville for 
the supply of electric service to the Pennsylvania Railroad, 
all of the facilities of Penn Water and Safe Harbor are 
used either in whole or in large part for the generation or 
transmission of electric energy which is not transmitted 
from a state but which is consumed at points within the 
state where such energy and other electric services are 
generated. 

Q. Are the amounts of electric energy generated at 
either the Safe Harbor or Holtwood plants and consumed 
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in Pennsylvania substantial in amount? A. Yes, they 
are substantial both in amount and in proportion to the 
total amounts so generated and in proportion to the 
amounts so transmitted. 

Q. Can you state what proportion of the total amounts 
of energy generated at Holtwood and Safe Harbor is con¬ 
sumed within the state of Pennsylvania and which was not 
transmitted from one or more states and consumed at 
points outside thereof? A. Such proportion of the total 
amounts of energy generated at Safe Harbor and at Holt- 
w^ood for the year 1945 was at least 44 per cent and for the 
year 1946 was at least [16607] 51 per cent. 

Q. Beginning at line 18 of page 979 of the record, Mr. 
Roland attempted to use the amounts of energy transmitted 
to the city of Coatesville, Pennsylvania, during the year 
1944 as evidence of the substantial amount of energy trans¬ 
mitted from a state and consumed at points outside thereof. 
Was the total amount of 152,292,000 kilowatt hours in fact 
all transmitted from a state and consumed at points out¬ 
side thereof? A. Absolutely not. Mr. Roland used the 
total requirements of the Philadelphia Electric Company 
in its Coatesville Division on page 979. Only a very small 
percentage, if any, of such energy was in fact transmitted 
from a state and consumed at a point outside thereof. 

Mr. Roland, in Exhibit 42, claimed to have found that 
during his twenty hand-picked days there were only 59 per 
cent of the hours when he could find that there was any 
co-mingling of backfeed electric services available at Holt- 
wood for delivery to the customers supplied from Holt- 
wood, including Philadelphia Electric Company’s Coates¬ 
ville Division, but during such hours there was only 
supplied 13 per cent of the energy during such twenty days. 
Mr. Roland’s assumption was that if a single kilowatt hour 
of backfeed was received at Safe Harbor, regardless of 
the amount of energy generated by or available to Safe 
Harbor from sources within the state, [16608] then all 
of the energy supplied by Safe Harbor, both backfeed and 
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that produced within the State of Pennsylvania, was inter¬ 
state energy (or became interstate energy). 

He then went on to assume that because some of the 
energy sent out from Safe Harbor was energy contam¬ 
inated with backfeed and a single kilowatt hour of such 
energy was received at Holtwood as 60 cycle, then all of 
the energy sent out from Holtwood at 60 cycle was inter¬ 
state energy. It was only on this assumption that he could 
find any such number of hours in his hand-picked twenty 
days that showed any backfeed energy that could possibly 
have been used in connection with the supply to Coatesville. 

After studying Exhibit 42, it is my opinion that a very 
small percentage of any backfeed energy was actually used 
in connection with the supply of the electric services to 
the Philadelphia Electric Company at Coatesville and in 
any such use it was largely submerged in the electric serv¬ 
ices supplied from the Holtwood and Safe Harbor devel¬ 
opments themselves. In this explanation I want to be sure 
it is understood that I do not agree with the assumption 
used by Mr. Roland in his preparation of Exhibit 42, nor 
in his conclusions drawn therefrom. 

Q. Do Penn Water and S.T.Co. operate facilities which 
are used in local distribution? A. Yes, they do. 

[16609] Q. Please describe such facilities? A. Facili¬ 
ties at Holtwood used in connection with the supply of elec¬ 
tric services to the Pioneer Electric Division of the Penn¬ 
sylvania Power & Light Company and also certain facilities 
at Highlandtown Substation in Baltimore are distribution 
facilities. 

Q. Do Penn Water and S.T.Co. own and operate facil¬ 
ities used only for the transmission of electric energy not 
transmitted from a state and consumed at any point out¬ 
side thereof? A. They do. 

Q. Please describe such facilities? A. The 110 kv. 
transmission line extending from Philadelphia Road Sub¬ 
station in Baltimore to the Gunpowder Substation in Mary¬ 
land is a transmission facility used exclusively by Balti- 
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more Company as a part of that Company’s transmission 
network supplying the area contiguous to Baltimore City 
and which load area does not extend outside of the State of 
Maryland. 

Q. In Exhibit 42 and the testimony supporting that 
exhibit, Mr. Roland testified as to the flow of energy to the 
York, Pennsylvania area. Beginning at page 8797, Mr. 
Roland was questioned in that connection with respect to 
the flow of energy under the new Metropolitan Edison con¬ 
tract, identified as Exhibit 72. 

Is it a fact that under the new M.E. contract, Exhibit 
72, the flow of energy to the York area for firm power pur¬ 
poses [16610] is materially different, both in quantity and 
time, as compared with the flow of energy under the super¬ 
seded Edison Light and Power Company contract, iden¬ 
tified in these proceedings as Exhibit 71 ? A. It is quite 
different. 

Q. What are the major differences as respects energy 
flow? A. Under the superseded Exhibit 71, Penn Water 
and Safe Harbor had an operating responsibility for 40 
per cent of the electric service requirements, including 
energy of the Edison Light and Power Company at all 
times during the day and week. To fulfill these obligations, 
definite amounts of electric services were supplied to the 
York area, not only during the peak periods of the week, 
but also during all other hours including Saturday and 
Sunday. 

Under the present Metropolitan Edison Company Con¬ 
tract, Exhibit 72, the operating responsibilities of Penn 
Water were limited to two conditions. The first, to supply 
all of the electric service requirements of M. E. Co. above 
its steam line. No electric services are required to meet this 
condition except during the peak hours of the week and 
during such hours Penn Water and Safe Harbor are al¬ 
ways operating substantial amounts of hydro capacity in 
addition to the Holtwood steam capacity. 
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The second provides that Penn "Water shall supply a 
[16611] specified amount of electric services below the M.E. 
steam line, but only when the actual generation at Holtwood 
and Safe Harbor exceeds 50,000 kw. The obligation for such 
supply is less than ten per cent of such generation. 

Therefore, Penn Water’s obligation for services to 
Metropolitan Edison Company is, from a practical oper¬ 
ating viewpoint, limited to those hours when there are sub¬ 
stantial amounts of generation at Holtwood and Safe 
Harbor. 

Q. Is it a fact that under the contract, Exhibit 72, no 
supplemental electric services from other sources are re¬ 
quired by Penn Water to meet its firm power obligations 
to Metropolitan Edison Company? A. That is a fact. 
Penn Water requires no supplemental services either from 
its Pennsylvania customers or Baltimore Company to meet 
its firm power obligations to Metropolitan Edison Com¬ 
pany. 

Q. Is it a fact that under contract, Exhibit 72, that no 
backfeed energy generated in Maryland is used to supply 
Penn Water’s firm power obligations to Metropolitan Edi¬ 
son Company? A. That is a fact. However, I found 
one hour in 1946 when any backfeed energy from Balti¬ 
more might be said to have been so used and that was dur¬ 
ing a period when one of the Holtwood 60 cycle hydro units 
was out for maintenance. 

Q. As a result of the contract changes and the opera¬ 
tions [16612] resulting therefrom with respect to the deliv¬ 
ery of firm power energy in the York area, do the results 
in the year 1944 have any relation to the actual facts as they 
exist today? A. They are not. 

Q. Beginning at line 17 of page 8834 of the record, 
Mr. Roland testified that you advised him that the sales to 
the Pennsylvania Railroad in the State of Maryland are the 
obligations of Baltimore Company and the sales in the 
State of Pennsylvania are the obligations of Penn Water. 

Did you so advise Mr. Roland? A. I did not. 
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I was very specific in discussing these transactions with 
the Pennsylvania Railroad to point out that only one bill 
was rendered to the Railroad by Baltimore Company and 
that for the purposes of computing the division of the reve¬ 
nues as between Penn Water and Baltimore in accord with 
an Operating Committee Memorandum, which has subse¬ 
quently been identified as Exhibit 11, the deliveries to the 
Pennsylvania Railroad in Pennsylvania “were considered 
as deliveries by Penn Water’’ and that deliveries to the 
Railroad in Maryland were, for such purpose, “considered 
as deliveries by Baltimore.” 

At no time in my discussions with Mr. Roland did I 
refer to the obligations or operating responsibilities of the 
respective parties to the Pennsylvania Railroad contract. 
[16613] Q. At the bottom of page 8837 of the record Mr. 
Roland testified that Baltimore Company supplied part of 
the power requirements of the Pennsylvania Railroad in 
Pennsylvania. Does Baltimore Company in fact supply any 
of the Railroad’s power requirements in Pennsylvania? 
A. Baltimore Company does not directly supply any of 
the requirements of the Pennsylvania Railroad. Baltimore 
Company has no facilities for so doing. All electric services 
supplied to the Pennsylvania Railroad are in fact supplied 
through the facilities of Safe Harbor and Penn Water in 
Pennsylvania and Maryland, and through the facilities 
of Potomac Electric Power Company in Washington. 
Baltimore Company has a joint operating responsibility 
for all of the electric services supplied to the Railroad. 

Actually, of the electric services supplied by Baltimore 
Company to the Potomac Electric Power Company and by 
that Company to the Railroad at Benning, only a very 
small amount, perhaps of the order of one per cent of such 
supply, can be traced over the Railroad’s own facilities 
from Maryland into Pennsylvania, but such transmission 
is carried out by the Railroad for its own purposes. 

As to the supply to the Pennsylvania Railroad at Con¬ 
estoga Substation and from the Perryville line, such serv- 
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ices are supplied to the Railroad through the facilities of 
Penn Water. A large part of such electric services may 
from time [16614] to time be co-mingled with energy orig¬ 
inating in Maryland from Baltimore Company. 

Q. Beginning at line 13 of page 8845 of the record, 
Mr. Roland testified that for billing purposes that portion 
of the energy sold in Maryland is considered a sale by 
Baltimore and the billing and the split-up of the money 
paid by the Railroad is paid accordingly. 

Is it a fact that for billing purposes to the Pennsyl¬ 
vania Railroad, under the power contract identified as Ex¬ 
hibit 10, that portion of the services sold in Maryland is 
considered as sold by Baltimore Company? A. No, that 
is not correct. 

Q. Will you please state the facts? A. The billing 
to the Pennsylvania Railroad for the services rendered 
under the contract identified as Exhibit 10 is prepared 
jointly by Penn Water, Safe Harbor and Baltimore Com¬ 
pany, largely from the records of Penn Water and Safe 
Harbor. The necessary billing records are transmitted by 
Penn Water to Baltimore Company and such bill is ren¬ 
dered by Baltimore Company to the Pennsylvania Rail¬ 
road. 

In the computation of this bill there are no records 
included, nor is the Pennsylvania Railroad interested in the 
portion of the services delivered to the Railroad in the 
states of Pennsylvania and Maryland, respectively, nor 
is the Railroad concerned how the amounts of such reve¬ 
nues [16615] received by Baltimore Company are split up 
between the parties to the contract. However, in connec¬ 
tion with the intercompany billing as between Baltimore 
Company and Penn Water, Penn Water does advise Balti¬ 
more Company as to the amounts of energy delivered to 
the Railroad in Pennsylvania and Maryland, respectively, 
in order that a division of such Pennsylvania Railroad 
revenues may be made. In the determination of this divi¬ 
sion, an arbitrary method had been agreed upon by the 
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parties in accordance with the provisions of Exhibit 11 of 
this record. 

Q. Beginning at page 8894, Mr. Boland testified con¬ 
cerning his understanding of the difference between the 
gross meter readings of energy in connection with inter¬ 
change transactions and the billing figures for energy in 
connection with interchange transactions between Phila¬ 
delphia Electric Company and Penn Water at Perryville 
and Thorndale. 

Will you please describe the difference between gross 
meter reading figures and billing figures in that connec¬ 
tion? A. When two electric utilities each have power 
generating facilities which are operated in parallel and 
which are used to interchange energy, capacity, reactive 
power, etc., in varying amounts through different hours of 
the day or the week, meters are provided to measure and 
integrate such interchange transactions. Due to the inabil¬ 
ity of operating personnel to regulate the flow of power 
and energy between [16616] the systems as their respective 
loads may vary, power and energy may flow in one direc¬ 
tion and then in the opposite direction during a portion of 
such hours. It is customary to provide, and in the present 
instance there are provided at both Perryville and Thorn- 
dale, ratcheted KWH meters and BVAH meters with asso¬ 
ciated printometers to record the hourly integrations of 
the several ratcheted meters which record the gross flow 
in each direction for each clock-hour. The printometers 
provide a record of gross transfers in each direction for 
each hour. 

When two systems are interconnected by more than 
one transmission path as is the case between Penn Water 
and Philadelphia Electric over the Railroad facilities via 
Thorndale and via Perryville, not only may there be a 
reversal of flow at each interchange point during an hour, 
but there may unintentionally be flow in one direction 
through Perryville with a reversal of flow at Thorndale. 
The net of such hourly integration at Perryville and Thorn- 
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dale, respectively, is the effective energy transferred 
between the systems in any hour. 

It is obvious then that the net hourly interchange at 
two points is the only record of interest for any billing 
period. It is impracticable to consider operating costs for 
a billing period less than a clock-hour and, therefore, the 
net hourly integration at Perryville and Thoradale in any 
[16617] clock-hour is the basis for interchange accounting 
between Penn Water and Philadelphia Electric. 

* • • 

[16618] Q. Beginning at line 14 of page 9063, Mr. Roland 
testified that he was interested in knowing what kind of 
deliveries were being made at the various points and among 
other things whether the energy so delivered was paid for. 
In determining the kind of deliveries being made, is it neces¬ 
sary to know whether or not the deliveries are on a net 
or gross meter reading basis? A. It is. 

Q. In determining whether the energy delivered was 
paid for, is it necessary to know whether the billing basis 
was upon a net or gross meter reading? A. It is. 

Q. Why do you say that it is necessary to know the 
character of the meter readings, in order to determine the 
kind of delivery and whether such energy delivered was 
paid for? A. The billing and payments for energy and 
other services specified in the contract are determined by 
the [16619] services themselves as specified in the contract. 
Obviously, if charges, rates or payments specified in a con¬ 
tract are based upon a net meter reading basis, rather than 
a gross meter reading basis, the amount of charges calcu¬ 
lated on each of those bases would be different. In all in¬ 
stances, the net meter reading basis is used for interchange 
accounting and billing purposes for the reasons just 
described. 

Q. Beginning at page 9066 of the record, Mr. Roland 
was questioned concerning the circulation of energy from 
or between the Westport and Riverside Substations at Bal- 
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timore via the 220 kv. transmission system between Balti¬ 
more and Safe Harbor. 

Is it a fact that at times these 220 kv. transmission lines 
are used for the transfer of energy between that portion of 
Baltimore Company’s system near Riverside and that por¬ 
tion of its system near Westport? A. Frequently. That 
is one of the recognized uses of the 220 kv. transmission 
line. It frequently happens that the generation at Riverside 
is in excess of the local requirements of Baltimore Com¬ 
pany in the Riverside area and such excess flows from 
Riverside to Safe Harbor and back from Safe Harbor to 
Westport and to Takoma Park. Such a 220 kv. loop being 
in parallel with Baltimore Company’s 110 kv. ring circuit 
and also in parallel with that Company’s 33 kv. cable sys¬ 
tem connecting Riverside and Westport, the proportions of 
[16620] power and reactive flows in each parallel circuit 
will depend largely on the electrical characteristics of each 
path. 

Q. What was the principal purpose of providing the 
Riverside line in addition to the Westport-Safe Harbor 
circuit between Safe Harbor and Baltimore? A. It was 
originally contemplated that two high voltage lines would 
be required between Safe Harbor and Baltimore, not for 
their circuit capacity but to provide reliability, including 
electrical stability in the event of trip-outs on one line due 
to lightning or other electrical phenomena, and the Balti¬ 
more system depended on a large amount of capacity from 
Safe Harbor both then and now. 

This second circuit to Riverside, initially planned for 
operation in 1932, was delayed until 1937 largely due to 
depression conditions. 

Q. Were there any special circumstances which cul¬ 
minated in a decision to provide the second circuit in 1937 ? 
[16621] A. Yes, there were. Baltimore had just made a 
contract providing for a large supply of 60-cycle power 
to the Sparrows Point plant of the Bethlehem Steel Com¬ 
pany in the Riverside area. Baltimore at first contemplated 
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supplying this new load by 33 kv. cable circuits from its 
Gould Street plant, but three factors persuaded them to 
have Penn Water provide this line in 1937. The first was 
the desirability of higher reliability for service than could 
be provided by a single supply source; second, the recogni¬ 
tion that this steel plant load would have tremendous load 
swings or fluctuations in its power requirements, amount¬ 
ing to from 15,000 to 20,000 Kw. many times an hour, which 
if superimposed on the cable system would result in serious 
voltage difficulties throughout the 60-cycle city system; 
and, third, the anticipation of additional industrial loads 
in the Riverside area in excess of the cable system then 
planned. 

Q. Beginning at page 9164 of the record, Mr. Roland 
was questioned with respect to the 25-cycle capacity avail¬ 
able to Baltimore prior to and after 1931. By reference 
to the contract of December 31, 1927, can you state how 
much capacity was considered as being available to Balti¬ 
more under that contract? A. Under the 1927 contract, 
48,778 Kw. was considered as the one-hour integrated as¬ 
sured peak supply to Baltimore Company under minimum 
flow conditions, and an additional [16622] 13,333 Kw. was 
considered as available for carrying the swings in excess 
of the one-hour integration. Baltimore Company paid for 
both the one-hour capacity and swing capacity at the same 
rate. 

Q. Has there been any change in the conditions govern¬ 
ing the availability of 25-cycle capacity from the Holtwood 
plant to Baltimore Company since 1927? A. Yes, there 
has. 

Q. What changes have taken place? A. The con¬ 
struction of the Safe Harbor dam and the operation of the 
Safe Harbor pond have increased the 25-cycle capacity 
available to Baltimore from the Holtwood development. 
Furthermore, the falling off of the 25-cycle load require¬ 
ments in the Lancaster area has made more 25-cycle capac¬ 
ity available to Baltimore. 
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Q. What is the magnitude of the present 25-cycle peak 
supply at Highlandtown from Holtwood for the use of 
Baltimore Company! A. The monthly peaks delivered 
at Highlandtown during the last three years have varied 
with one exception from 60 Mw. to 77 Mw., generally being 
in excess of 70 Mw. 

Q. Are these maximum deliveries greater or less than 
those experienced between 1927 and 1931! A. They 
average greater today. 

Q. Have you prepared a chart showing the monthly 
[16623] 25-cycle peak deliveries of energy to Highland- 
town Substation for Baltimore Company’s use for the 
period 1927 to date, together with Baltimore Company’s 
own monthly 25-cycle system peaks for the period 1930 to 
date! A. I have. 

Me. Sparks: I offer it for identification, Your 

Honor. 

Trial Examiner: It will be marked Exhibit 361. 

(The document above referred to was received 

and marked Exhibit 361 for Identification.) 

By Mb. Sparks : 

Q. At line 9 of page 9341 of the record, Mr. Roland 
testified that it was his understanding that the peak trans¬ 
fer energy under the Railroad contract is billed by Penn 
Water to the Pennsylvania Railroad. Is his understanding 
in accord with the facts! A. No, it is not. The only bill 
rendered to the Pennsylvania Railroad for all services pro¬ 
vided in connection with the contract, identified as Exhibit 
10, is the bill rendered by Baltimore Company on behalf 
of itself and as agent for the other companies supplying 
services. This bill as rendered by Baltimore Company 
specifically includes payments for this 4 ‘peak transfer 
energy. ’ ’ 

Q. Beginning at page 9456 of the record, Mr. Roland 
was questioned with respect to the metering points in the 
York area, used for purposes of determining energy sold 
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to [16624] the Lancaster and Harrisburg areas of Penn¬ 
sylvania Power & Light Company and also with respect to 
the metering points at Lancaster and Harrisburg, used for 
the purpose of determining the energy sold to the Metro¬ 
politan Edison Company. In connection with these trans¬ 
actions with M.E. and P.P.&L., will you explain the situa¬ 
tion with respect to these several metering points? A. 
The actual meter readings of the electric services de¬ 
livered at York and at Harrisburg do not indicate indi¬ 
vidually the amounts of energy and other interchange 
services carried out with the Metropolitan Edison Com¬ 
pany or with the Pennsylvania Power & Light Company. 
Such meters at York and Harrisburg must first be netted 
to obtain a record of the net deliveries at these two points. 
Such netting at these two points balances out the large 
amount of circulating energy that is frequently experi¬ 
enced, and there are days when such circulating energy 
amounts to 75% of the total gross metering at Harrisburg. 

Q. Will you please illustrate this by using certain 
specific figures? A. The interchange meters at Harris¬ 
burg for the year 1944 recorded a gross flow from Penn 
Water to Pennsylvania Power & Light Company of 
41,000,000 Kwh., and a gross flow from Pennsylvania Power 
& Light Company to Penn Water of 34,000,000 kwh. Dur¬ 
ing many of these hours there was a reversal of power 
[16625] at this metering point at Harrisburg. The net 
power flow at Harrisburg correcting for such reversal was 
38,000,000 Kwh. from Penn Water to P.L. and 31,000,000 
Kwh. from P.L. to Penn Water. There was also a large 
amount of circulating energy which normally flowed from 
Holtwood toward York and from M.E. toward P.L. and 
from Harrisburg back toward Safe Harbor. In the year 
1944 this amounted to 16,000,000 Kwh. The net south 
meters at P.L. must, therefore, be corrected for this circu¬ 
lating energy, reducing such net flow south from 31,000,000 
kwh. to 15,000,000 Kwh. There was also a certain amount 
of unintentional flow from M.E. to Penn Water, some of 
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which was transmitted by the way of Harrisburg toward 
Safe Harbor. In the year 1944 this amounted to 4,000,000 
Kwh. so that the actual billing of interchange purchased by 
Penn Water from P.L. in 1944 was only 11,000,000 Kwh. 
although the gross meter reading at Harrisburg was 
34,000,000 Kwh. The billed energy, therefore, was less than 
one-third of the gross metered energy. Similarly, in con¬ 
nection with interchange transactions between Penn Water 
and M.E., 4,000,000 Kwh. also flowed to M.E. via Harris¬ 
burg so that the net metered delivery at Harrisburg of 
38,000,000 Kwh. was reduced by this 4,000,000 kwh. and 
the actual interchange energy billed by Penn Water to P.L. 
was 34,000,000 Kwh. compared with the gross meter read¬ 
ing at Harrisburg of 41,000,000 Kwh. Similar corrections 
have to be made to the gross meter readings at York in 
order to determine the amount [16626] of energy to be 
accounted for and billed between Penn Water and M.E. 
in connection with their interchange transactions. 

Q. Mr. Spaulding, as a result of your analysis of the 
gross meter readings, can you conclude that the assump¬ 
tions made by Mr. Boland in connection with his Exhibit 
42 are applicable to the actual conditions and are related 
to the energy accounting used in connection with the billing 
for interchange transactions? A. No, I cannot. It 
should be obvious that Mr. Boland’s Exhibit 42 does not 
give any consideration to the several factors I have just 
mentioned. 

Q. Beginning at page 9506 of the record, Mr. Boland 
testified with respect to the effects of oil shortages on the 
Eastern Seaboard during the war on the amounts of back¬ 
feed transmitted from Maryland to Pennsylvania over the 
facilities of Penn Water. Will you explain what effect such 
oil shortage did have on the amount of backfeed during 
1944? A. During the summer and fall of 1944 there was 
a critical oil shortage for use by the Public Utilities in the 
New Jersey and Eastern Pennsylvania areas. Efforts 
were made by these companies to convert their oil-burning 
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boilers for the use of coal as fuel, although this was not 
in all instances practicable. During this period of con¬ 
version and afterwards, there was a capacity and energy 
shortage in these areas due in part to a lack of oil and in 
part to the national [16627] effort to conserve oil resources. 
The interconnected companies including Penn Water, Safe 
Harbor, Baltimore and Washington, used every effort to 
assist these companies during this oil shortage. As a 
result there was an abnormal amount of backfeed from 
Baltimore and Washington in the year 1944 over and above 
what might have been necessary as a result of lower-than- 
average river flow. Furthermore, there was more inter¬ 
change energy furnished by Penn Water to its northern 
interconnections which might otherwise have gone to Bal¬ 
timore Company except for this oil shortage. It is im¬ 
possible to estimate exactly the amounts of such additional 
backfeed received from Baltimore Company or the amounts 
of interchange sales to these companies at those times be¬ 
cause our operating records do not indicate the specific 
purpose for each interchange transaction. One measure¬ 
ment is the amount of emergency interchange energy trans¬ 
actions by Penn Water and in part by Safe Harbor which 
in the year 1944 amounted to 23,676,000 Kwh. By no means 
did all such emergency interchange involve backfeed sup¬ 
ply from Baltimore, but the larger part of such emergency 
interchange resulted from such oil shortage. 

Q. Beginning at page 9511 of the record, Mr. Roland 
testified with respect to the comparability of load shapes 
in the years of 1944 and 1946. Were there any appreciable 
differences in the load shapes for the interconnected sys¬ 
tem load, that is, the load requirements of the companies 
in F.P.C. [16628] area 6, together with load requirements 
of Penn Water’s and Safe Harbor’s Pennsylvania cus¬ 
tomers? A. There were. 

• • * 

[16629] Q. Beginning at page 9512 of the record, Mr. 
Roland was questioned with respect to the War Production 
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Board Order L-94. Did this War Production Board Order 
L-94 have an effect on the flow of energy on your Safe 
Harbor and Penn Water system during the year 1944? 
A. It did. 

Q. What effect did it have? A. Section b-1 of Order 
L-94 made it incumbent upon each utility “to operate its 
reservoirs, generating plants, substations, transmission 
lines and other facilities” and to “interchange electric 
power with other utilities so as to achieve the maximum 
coordination of power supply for war production and essen¬ 
tial civilian uses, and for relief of [16630] power short¬ 
ages.” Penn Water and Safe Harbor, as well as all of 
the other utility companies on the Eastern Seaboard be¬ 
tween the Potomac and Hudson Rivers, made every effort 
to assist each other in the many instances that arose during 
the war, and specifically during the year of 1944, not only 
during fuel shortages hut during those periods when it was 
essential to take certain equipment out for maintenance 
or where abnormal loads were encountered in one system 
or the other in excess of their readily available capacity. 
The effect of this War Production Board Order L-94 re¬ 
sulted in abnormalities of energy flow on the system of 
Penn Water and Safe Harbor in the year 1944. 

Q. Is the Exhibit which was offered for identification 
in the record as Exhibit 228, the Order of the War Produc¬ 
tion Board L-94, dated May 1,1942, which you have just re¬ 
ferred to, and which your Company recognized as a basis 
for certain obligations in its operations? A. It is. 

Q. Is Exhibit 229, being an Administrative Letter dated 
August 20, 1945, the effective revocation of Order L-94? 
A. It is. 

Q. On page 9548, Mr. Roland testified that the Railroad 
Company in sending a check to Baltimore Company for 
service rendered to the Railroad Company under contract 
identified as Exhibit 10, did so with the understanding that 
[16631] Holtwood Company should receive a part of it. 
Is it a fact that the Railroad Company in paying Baltimore 
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Company does so with the understanding that each of the 
parties to the contract will receive a portion of such pay¬ 
ment in proportion to the services rendered? A. There 
is no such understanding on the part of the Railroad Com¬ 
pany. The Railroad Company merely considers that it has 
met its obligation to the contract when its check is made 
to Baltimore Company and there is no other arrangement 
to which the Railroad Company is a party that provides 
for any division for such payment. Furthermore, it was 
and always has been recognized that the division of such 
payment between Penn Water and Baltimore Company, in 
accord with the Operating Committee’s memo, identified 
as Exhibit 11, did not make an equitable division of the 
payments, but was merely an arbitrary division and that 
any further debits or credits for service could be covered 
by payments made to Penn Water and Safe Harbor under 
contracts identified as E, F, G, H and I. 

Q. On page 9479 of the transcript, Mr. Roland was 
asked about the load swings of the customers served by 
the Penn Water and Safe Harbor system and indicated that 
he had not examined any information that would indicate 
the magnitude of such swings. Had Mr. Roland ever dis¬ 
cussed this matter with you? A. Yes, he had, and spent 
nearly an hour in the Load [16632] Dispatcher’s ofBce of 
Penn Water and Safe Harbor examining the several 
graphic load and power flow charts, with specific reference 
to the load swings encountered. There was at that time 
considerable discussion about the load swings of the 
Bethlehem Steel Company, a customer of Baltimore, which 
swings are frequently in excess of 30,000 Kw., and we dis¬ 
cussed the effect of these swings both on the frequency and 
voltage and their effect on the general services of the 
Companies. Mr. Roland also expressed considerable inter¬ 
est in how these load swings of the Bethlehem Steel Com¬ 
pany and those of the Pennsylvania Railroad were directly 
reflected on our charts of power flow over our Northern 
interconnections, which indicated that Baltimore Company 
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was leaning heavily on these ties to carry these sharp load 
fluctuations that would otherwise be an operating and 
economic burden to Baltimore Company. These matters 
appeared to interest Mr. Roland at that time. 

Q. Beginning at page 10176, Mr. Howell testified that 
his Exhibit 47 had been taken to Baltimore for the purpose 
of having it checked by Company officials. Was Exhibit 47 
checked for accuracy by any persons associated with your 
Company? A. Several of my associates endeavored to 
check certain of the data Mr. Howell had recorded and so 
far as the limited time permitted, to review his factual 
statements. Mr. Howell had advised us that he was in a 
hurry to turn his Exhibit over for printing. We found 
many inaccuracies which we called to [16633] Mr. Howell’s 
attention but we were unable to complete our review of this 
Exhibit. 

Q. Did you tell him you thought it needed certain 
revisions? A. Yes, and made several notes on his copy 
of the early draft of that Exhibit. I specifically cautioned 
him that we did not attempt to check all of his statements 
and that we could not agree with certain of the statements 
that we" had reviewed. 

Q. At page 10179, Mr. Howell testified with respect to 
the 25-cycle loads of Baltimore Company. Has that Com¬ 
pany recently indicated their intentions of abandoning and 
replacing a portion of this 25-cycle capacity on their own 
system? A. It has. 

Q. What is the nature of that information? A. 
Baltimore Company has released statements to the press 
and to their stockholders that they intend to provide addi¬ 
tional capacity at Westport to replace certain old equip¬ 
ment to be retired. They have further advised our Company 
that they intend to provide a 60,000 Kw., 60-cycle unit at 
their Westport Plant in about 1950 to replace an equal 
amount of old 25-cycle capacity there. 

Q. What effect will such change have upon the 25-cycle 
demands of Baltimore Company upon Penn Water? A. 
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Baltimore Company’s estimate of their 25-cycle [16634] 
requirements in 1955 is in excess of 120,000 Kw. and they 
are planning to depend very largely on the Holtwood 25- 
cvcle supply supplemented by their own frequency changer 
capacity in Baltimore, for by that time they are planning 
to retire all of their 25-cycle generating capacity in Balti¬ 
more. 

Q. In the light of such announced plans of Baltimore 
Company, do you anticipate that your present 25-cycle 
supply to Baltimore Company at Highlandtown will be 
changed from 25 to 60 cycles within the next decade ? A. 
No, I do not. 

Q. At page 10211 in connection with Mr. Howell’s 
testimony with respect to Exhibit 47, he stated his under¬ 
standing of the use made of the 25-cycle transformers at 
Holtwood. Is it a fact that two of the nine transformers 
are used for the 25-cycle service to Lancaster and the other 
seven transformers used for service to Baltimore Com¬ 
pany? A. No. Seven of the nine 25-cycle transformers 
at Holtwood are used exclusively for service to Baltimore 
Company, and one transformer is required for service to 
Pennsylvania Power & Light Company at Lancaster. The 
ninth transformer serves as a reserve for either the Lan¬ 
caster supply or the Baltimore supply, but is regularly 
used in supplying Baltimore Company. 

Q. At page 10521 Mr. Davis stated that Metropolitan 
Edison Company does not supply any energy to Pennsyl¬ 
vania Power [16635] & Light Company. As he used the 
term “supply”, he meant delivery. Is it a fact that Metro¬ 
politan Edison Company does not supply any energy to 
Pennsylvania Power & Light Company, as Mr. Davis used 
the word “supply”? A. No, it is not a fact. Metropoli¬ 
tan Edison Company does supply energy to Pennsylvania 
Power & Light Company for Penn Water, and for the fol¬ 
lowing reason: The inter-connections with Pennsylvania 
Power & Light Company and with Metropolitan Edison 
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Company operate as two parallel paths between Penn 
Water and Safe Harbor on one hand and their Northern 
customers on the other. It is impossible to control the flow 
of power on each of these two parallel paths. Therefore, 
when power is being interchanged between Penn Water and 
Safe Harbor on the one hand and these Northern com¬ 
panies on the other, some of this power may flow over each 
circuit although the interchange transaction may have been 
arranged with only one of these two customers. In the 
event arrangements are made to supply Pennsylvania 
Power & Light Company with a specified amount of inter¬ 
change energy, it frequently happens that a portion of 
this energy will flow through Violet Hill into the Metropoli¬ 
tan system, in which case Metropolitan Edison Company 
does supply such energy to Pennsylvania Power & Light 
Company. 

Q. At page 10522 Mr. Davis was questioned with re¬ 
spect to the source of the supply by Penn Water to Penn¬ 
sylvania Power & Light Company. What is the major 
source of the [16636] energy so supplied! A. Most of 
the 60-cycle service is generated at the Safe Harbor plant, 
and substantially all of the 25-cycle service is generated at 
the Holtwood hydro plant. 

Q. Beginning at line 15, page 10537 Mr. Davis testified 
with respect to an option on the part of Penn Water and 
Safe Harbor to reduce their demand obligations to Penn¬ 
sylvania Power & Light Company under their contract dur¬ 
ing periods of low flow. Is this option now in effect! A. 
It is. 

Q. When did it go into effect! A. As of February 
15, 1947. 

Q. Under the provisions of this contract does Penn 
Water and Safe Harbor have the option of reducing their 
obligations to Pennsylvania Power & Light Company dur¬ 
ing periods of low flow to 80% of the Lancaster load re¬ 
quirements! A. Yes. 
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Q. Since February 15,1947 have Penn Water and Safe 
Harbor exercised their option to reduce their obligations 
to less than 100% of the Lancaster load requirements? 

A. No, we have not. 

[16637] Q. Are they in a position to do so in the event you 
experience extreme low flows comparable to the lowest flow 
on record such as was used by Mr. Davis as his assump¬ 
tion for the determination of dependable hydro capacity in 
connection with Exhibit 64? A. Yes. 

Q. At line 13, page 10548 of the record Mr. Davis testi¬ 
fied “As an engineering and operating matter, Safe Harbor 
has no physical ability to do anything under” the Coates- 
ville power supply contract. Is it a fact that Safe Harbor 
has no such physical ability? A. It is not. As an engineer¬ 
ing and operating matter, Safe Harbor has the same, if not 
greater physical ability to generate energy, capacity, spin¬ 
ning reserve, etc., as Penn Water. There are ample trans¬ 
mission facilities between Safe Harbor and Penn Water 
where connection is made with the transmission facilities 
between Holtwood and Coatesville. Safe Harbor has the 
same ability from an engineering and operating point of 
view to supply Coatesville as it has to supply Baltimore or 
the Pennsylvania Railroad Company. It has the same abil¬ 
ity to supply Coatesville that Baltimore Company has to 
supply service under its contract with Potomac Electric 
Power Co. 

Q. Since 1933 has Safe Harbor physically provided 
electric service for supply to Coatesville or to its other 
customers at a time when Penn Water was unable to do so? 
[16638] A. Yes, during the 1936 flood when Penn Water’s 
hydro and steam plants were forced to shut down com¬ 
pletely and were unable to supply any electric service to its 
customers, Safe Harbor provided all of these services to 
the full extent of the requirements of these several joint 
customers, not only because Safe Harbor had the operating 
responsibility to perform this obligation, but because as an 
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engineering and operating matter Safe Harbor had the 
physical ability to do so. 

Q. Does Safe Harbor as an engineering and operating 
matter also have the physical ability to supply Pennsyl¬ 
vania Power & Light Co. and the Pennsylvania Railroad 
Co.? A. Yes, it does, and during my cross-examination 
I specifically indicated how Safe Harbor controls to a large 
extent both the facilities nsed and the amount of supply 
furnished to Pennsylvania Power & Light Company and to 
the Pennsylvania Railroad Company. 

Q. Has the Federal Power Commission ever specific¬ 
ally recognized that Safe Harbor Water Power Corpora¬ 
tion and Penn Water jointly “sells electric power and 
energy” to the Coatesville Division of the Philadelphia 
Electric Co.? A. Yes, it has. 

Q. In what connection? A. It so stated in its Order 
dated June 30,1939. “In the matter of Safe Harbor Water 
Power Corporation”, Order allowing a supplemental rate 
schedule to take effect prior to [16639] date of filing. 

Mb. Spabks : I ask to have this identified as Exhibit 

No. 364. 

(Exhibit No. 364 is marked for Identification.) 
By Mb. Spabks: 

Q. Is this exhibit the Order of the Commission just 
referred to? A. It is. 

Q. Beginning at line 14, page 10552 of the record, Mr. 
Davis testified that Penn Water is the only Company that 
has any ability to perform the obligations under the Coates¬ 
ville Power Supply Contract. In the light of your last 
several answers do you agree with Mr. Davis’ statement? 
A. Certainly not. Penn Water and Safe Harbor have the 
joint operating responsibility and they each have the abil¬ 
ity to perform the obligations under the contract with the 
Philadelphia Electric Company for firm power supply to 
its Coatesville Division. 
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Q. Beginning at page 10560 Mr. Davis testified that it 
was his understanding that the difference under the present 
Metropolitan Edison Co. contract, identified as Exhibit 72, 
and the contract with the Edison Light & Power Co., which 
it superseded, being Exhibit 71, was that Exhibit 72 pro¬ 
vides for a firm power capacity considerably larger than 
heretofore furnished to Edison Light & Power Company. 
Have you prepared a chart to indicate the [16640] differ¬ 
ence in the amounts of firm power service rendered under 
these two contracts? A. Yes, I have. 

Mr. Sparks: I will ask the reporter to mark this 
with the next exhibit number. 

(Exhibit No. 365 is marked for Identification.) 

By Mr. Sparks: 

Q. Will you please explain this exhibit? A. The 
chart is generally self-explanatory. Prior to 1946 Penn 
Water and Safe Harbor had an operating responsibility 
for a more or less uniform and constant amount of energy 
and capacity. Under the present Metropolitan Edison Co. 
contract the amount of services fluctuate widely with river 
flow. This exhibit does not attempt to show the other serv¬ 
ices furnished, such as reactive power, spinning reserve, 
etc., which also is of importance and specifically provided 
for under the existing contract identified as Exhibit 72. To 
the right of the chart is shown a comparison of the daily 
load requirements under the earlier Edison Light & Power 
Co. contract, at which time Penn Water and Safe Harbor 
were responsible for 40 per cent of Edison’s requirements. 
Under the present Metropolitan Edison Co. contract Penn 
Water’s obligations vary with river flow. 

Q. At page 10568 of the record Mr. Davis testified as 
to the special facilities shown on Table 9, Exhibit 47, 
[16641] furnished by Safe Harbor, used in providing serv¬ 
ices to the Pennsylvania Railroad Co. Are all of the special 
facilities so provided contained in this table? A. I 
believe they are all referred to generally, but the costs 
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which the Companies used as a basis for the specified 
'annual charges were limited to the additional out-of-pocket 
costs to Safe Harbor or Penn Water in furnishing such 
facilities. 

Q. Will you give an example of what you refer to? 
A. Table 9 of Exhibit 47 refers to certain annual charges 
related to the initial frequency converter and single phase 
generator at Safe Harbor. The contract identified as 
Exhibit 10 provided that two of the generators at Safe 
Harbor would be designed for 25 cycle single phase genera¬ 
tion. The specified annual charge for the initial generator 
was related only to the increased costs of providing a 
25 cycle single phase generator as compared to the cost of 
providing a 60 cycle generator. The specified facilities 
charges therefore do not include any annual costs related to 
the water wheel turbine, to the structures, or to the asso¬ 
ciated equipment. 

Q. Has the Federal Power Commission ever specifi¬ 
cally recognized that the Safe Harbor Corporation pro¬ 
vided facilities for the purpose of supplying energy to the 
Pennsylvania Railroad Company and for the purpose of 
selling such energy to the Pennsylvania Railroad Co.? 
A. It has. 

[16642] Q. In what connection? A. In connection with 
its Order of September 22, 1939. 4 ‘In the matter of Safe 
Harbor Water Power Project No. 1025 ’ Order authorizing 
installation of additional generating unit. 

Me. Spaeks : I ask that this be marked Exhibit No. 

366. 

(Exhibit No. 336 is marked for Identification.) 
By Mb. Spaeks: 

Q. Is this the document you refer to? A. Yes, it is. 

Q. Beginning at page 10581 of the record, Mr. Davis 
testified with respect to Table 11 of Commission’s Exhibit 
47. Do the amounts of ldlowatthours shown in column 3 of 
Table 11 as sales to the Railroad by Baltimore and Holt- 
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wood Companies, respectively, indicate the actual deliveries 
to the Railroad for the various years shown by each of 
those companies? A. They do not. The only deliveries 
to the Railroad for each of the years shown on Table 11 
are the “Total” sales of kilowatthours shown. The kilo- 
watthours shown in column 3 opposite Baltimore and Holt- 
wood, respectively, are merely the amounts of the kilowatt- 
hours delivered to the facilities of the Railroad in the 
States of Maryland and Pennsylvania, respectively. 

Q. Are the amounts of revenues shown in column 4 
the actual amounts paid for the kilowatthours shown in 
column 3 respectively? A. They are not. The dollars 
shown in column 4 opposite the “Total” kilowatt-hours 
have no relation to the total kilowatt- [16643] hours. They 
are the total dollars paid by the Railroad for all of the 
services rendered under the contract identified as Exhibit 
10, which total dollars are made up of specified charges 
for capacity, energy, and for special facilities. The reve¬ 
nues in column 4, opposite Baltimore and Holtwood, re¬ 
spectively, in column 2, are merely the division of the total 
revenues for each year computed upon the relative propor¬ 
tion of the energies shown in column 3. 

Q. What proportion of the total revenues received 
from the Railroad was for energy charges? A. Approx¬ 
imately 55 per cent in the year 1944. 

Q. What proportion of the total revenues so received 
from the Railroad was for special facilities’ charges? 
A. Approximately 15 per cent in the year 1944. 

Q. What percentage of the total revenues so received 
from the Railroad was for demand charges? A. Ap¬ 
proximately 30 per cent in the year 1944. 

Q. Does the average revenue received per kilowatthour 
shown in column 5 have any significance? A. It does 
not 

Q. Why not? A. The average revenue per kwh, 
shown in column 5 for the total sales to the Railroad is not 
an indication of the amount charged for energy services, 
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but is an indication of the [16644] amount charged for 
energy, capacity, and special facilities. Had an analysis 
been made of the use made of special facilities and of 
capacity by the Railroad in Pennsylvania and Maryland, 
respectively, the so-called average revenue per kilowatt- 
hour in column 5 would not be the same for the supply in 
Maryland and in Pennsylvania. 

Q. Beginning at page 10589 of the record, Mr. Davis 
testified with respect to table 10 of Exhibit 47. Are the 
figures shown in the last column of table 10 taken from 
any bill rendered by Penn Water to the Railroad? A. 
No. 

Q. What do such figures represent? A. They 
merely represent the division which Penn Water receives 
from Baltimore Company as the result of the arbitrary 
division of the total revenues made in accord with Exhibit 
11 in these proceedings. 

Q. What do the figures in the second from the last col¬ 
umn in the exhibit represent which are headed “PW- 
KWH”? A. They are merely the amounts of Kwh. 
delivered to the facilities of the Railroad in the State of 
Pennsylvania and which are used by Penn Water and Bal¬ 
timore Company as a basis for the arbitrary division of the 
total revenues received by Baltimore Company from the 
Railroad. 

Q. At page 10595 of the record, Mr. Davis testified 
with respect to the $6,000 annual credit to the Railroad 
[16645] Company for the use of a 110 Kv. circuit that ex¬ 
tends from Benning over to Westport. Is this 110 Kv. cir¬ 
cuit used by Baltimore Company for its own benefit? 
A. It is. 

Q. Did the Railroad build a circuit from Benning to 
Westport? A. No, it did not. 

Q. What are the facilities for which the Railroad re¬ 
ceives this credit? A. The Pennsylvania Railroad over¬ 
built on its electrification structures a three-wire circuit 
insulated for 110 Kv. operation, from a point adjacent to 
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the Railroad’s own step-up transformer substation at 
Benning to a point near the Patapsco River, just south of 
Baltimore, where interconnection is made with the ring 
circuit facilities of Baltimore Company. 

Q. Why were these facilities provided in connection 
with the Railroad power supply contract? A. Under 
the power supply contract, identified as Exhibit 10, 
Potomac Electric Power Company has no operating re¬ 
sponsibility to provide capacity or other electric services 
to the Railroad and only provides the frequency changer 
facilities at Benning. The Railroad desired assurances of 
what was then referred to as a “firm back-up” for this 
Benning supply. Baltimore, Penn Water and Safe Harbor 
could not give the Railroad such assurances, in part because 
of limited cable capacity in Potomac Electric [16646] 
Power Company system between the terminal substation of 
the 220 Kv. transmission line near Takoma Park and 
Potomac Electric Power Company’s Benning frequency 
changer. The Railroad, therefore, agreed to provide this 
transmission facility in order that Baltimore, Penn Water 
and Safe Harbor could assure the Railroad of a firm supply 
from Benning at a point on the southern end of the Rail¬ 
road’s electrification. In recognition of the fact that these 
facilities would also be used by Baltimore Company for 
other purposes, the Railroad provided these facilities but 
received a credit of $6,000 for their use. 

Q. Why do you say then that this 110 Kv. circuit is used 
by Baltimore Company for its own benefit ? A. This 110 
Kv. circuit is regularly used by Baltimore Company for 
interchange of electric services with Potomac Electric 
Power Company under their power supply contract. If it 
did not exist, Baltimore would not be able to obtain as 
much interchange service from Washington, although it 
would be in a position to provide its contractual obligations 
to Washington. The operating records for the last five 
years indicate that more than one-third of all the services 
to Washington from Baltimore and over 25 per cent of all 
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electric services transmitted from Washington to Balti¬ 
more were transmitted over these 110 Kv. 60 cycle line 
facilities. 

Q. At line 23 of page 10605, Mr. Davis testified that 
the [16647] amount which Baltimore paid Penn Water 
shown in the last column on Table 10 of Exhibit 47 compen¬ 
sated Penn Water for all special facilities provided for 
service to the Railroad. Is this a factual statement? A. 
It is not. The amount so computed is an arbitrary determi¬ 
nation of the division of the total revenues. It does not 
relate either to the amount of special facilities provided or 
to the other services actually rendered by Penn Water and 
does not compensate Penn Water in full for the special 
facilities provided by it in connection with services to the 
Railroad. 

Q. Beginning at page 10730, Mr. Davis testified with 
respect to Table 2 of Exhibit 47 and the kilowatthours 
shown in column 3 thereof, which he stated were sold by 
Safe Harbor to Baltimore, and Penn Water, respectively, 
for the years shown. Are the kilowatthours shown in 
column 3 for Baltimore and Holtwood, respectively, the 
actual kilowatthours delivered to those companies for the 
years shown? A. They are not. They are merely the 
mathematical equivalent of the two-thirds and one-third, 
respectively, of the total output of the Safe Harbor plant, 
after a minor adjustment for losses. The actual deliveries 
by Safe Harbor for Baltimore Company and Penn Water 
during these years were quite different and especially dur¬ 
ing the last five years when Baltimore received nowhere 
near the two-thirds of Safe Harbor’s total [16648] output, 
as I testified to in my redirect testimony. 

Q. Are there any records in the Federal Power Com¬ 
mission’s files showing for the year 1946, the actual 
amounts of Safe Harbor energy supplied by Safe Harbor 
for delivery to Baltimore Company? A. Yes. 

Q. Where are such data to be found? A. Such data 
are shown in the Form 1 Report for 1946, recently filed by 
Safe Harbor Company. 
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the Railroad’s own step-up transformer substation at 
Benning to a point near the Patapsco River, just south of 
Baltimore, where interconnection is made with the ring 
circuit facilities of Baltimore Company. 

Q. Why were these facilities provided in connection 
with the Railroad power supply contract? A. Under 
the power supply contract, identified as Exhibit 10, 
Potomac Electric Power Company has no operating re¬ 
sponsibility to provide capacity or other electric services 
to the Railroad and only provides the frequency changer 
facilities at Benning. The Railroad desired assurances of 
what was then referred to as a “firm back-up” for this 
Benning supply. Baltimore, Penn Water and Safe Harbor 
could not give the Railroad such assurances, in part because 
of limited cable capacity in Potomac Electric [16646] 
Power Company system between the terminal substation of 
the 220 Kv. transmission line near Takoma Park and 
Potomac Electric Power Company’s Benning frequency 
changer. The Railroad, therefore, agreed to provide this 
transmission facility in order that Baltimore, Penn Water 
and Safe Harbor could assure the Railroad of a firm supply 
from Benning at a point on the southern end of the Rail¬ 
road’s electrification. In recognition of the fact that these 
facilities would also be used by Baltimore Company for 
other purposes, the Railroad provided these facilities but 
received a credit of $6,000 for their use. 

Q. WTiy do you say then that this 110 Kv. circuit is used 
by Baltimore Company for its own benefit ? A. This 110 
Kv. circuit is regularly used by Baltimore Company for 
interchange of electric services with Potomac Electric 
Power Company under their power supply contract. If it 
did not exist, Baltimore would not be able to obtain as 
much interchange service from Washington, although it 
would be in a position to provide its contractual obligations 
to Washington. The operating records for the last five 
years indicate that more than one-third of all the services 
to Washington from Baltimore and over 25 per cent of all 
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electric services transmitted from Washington to Balti¬ 
more were transmitted over these 110 Kv. 60 cycle line 
facilities. 

Q. At line 23 of page 10605, Mr. Davis testified that 
the [16647] amount which Baltimore paid Penn Water 
shown in the last column on Table 10 of Exhibit 47 compen¬ 
sated Penn Water for all special facilities provided for 
service to the Railroad. Is this a factual statement? A. 
It is not. The amount so computed is an arbitrary determi¬ 
nation of the division of the total revenues. It does not 
relate either to the amount of special facilities provided or 
to the other services actually rendered by Penn Water and 
does not compensate Penn Water in full for the special 
facilities provided by it in connection with services to the 
Railroad. 

Q. Beginning at page 10730, Mr. Davis testified with 
respect to Table 2 of Exhibit 47 and the kilowatthours 
shown in column 3 thereof, which he stated were sold by 
Safe Harbor to Baltimore, and Penn Water, respectively, 
for the years shown. Are the kilowatthours shown in 
column 3 for Baltimore and Holtwood, respectively, the 
actual kilowatthours delivered to those companies for the 
years shown? A. They are not. They are merely the 
mathematical equivalent of the two-thirds and one-third, 
respectively, of the total output of the Safe Harbor plant, 
after a minor adjustment for losses. The actual deliveries 
by Safe Harbor for Baltimore Company and Penn Water 
during these years were quite different and especially dur¬ 
ing the last five years when Baltimore received nowhere 
near the two-thirds of Safe Harbor’s total [16648] output, 
as I testified to in my redirect testimony. 

Q. Are there any records in the Federal Power Com¬ 
mission’s files showing for the year 1946, the actual 
amounts of Safe Harbor energy supplied by Safe Harbor 
for delivery to Baltimore Company? A. Yes. 

Q. Where are such data to be found? A. Such data 
are shown in the Form 1 Report for 1946, recently filed by 
Safe Harbor Company. 
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Q. Does this Safe Harbor Form 1 report also show the 
amounts of energy delivered by Safe Harbor Company to 
Penn Water for their joint supply to their Pennsylvania 
customers? A. Yes. 

Q. Does the Penn Water Form 1 Report show the 
amounts of Safe Harbor energy delivered to the joint cus¬ 
tomers of Penn Water and Safe Harbor, namely, Pennsyl¬ 
vania Power & Light Company and Philadelphia Electric 
Company for its Coatesville Division? A. There are 
shown on Schedules 530 and 552 of Penn Water’s Form 1 
Report, the amounts of energy delivered to such customers 
and the revenues received for all services supplied to these 
customers by Penn Water and Safe Harbor jointly. Such 
revenues are collected by Penn Water acting for itself and 
as agent for Safe Harbor. 

Q. Does this Penn Water Form 1 report also show the 
[16649] amount of energy from Safe Harbor delivered to 
the Pennsylvania Railroad Company? A. Yes. Sched¬ 
ule 532 shows the deliveries made by Penn Water and Safe 
Harbor jointly to the Pennsylvania Railroad, in part being 
deliveries in the State of Pennsylvania and in part being 
deliveries at Perryville and Conowingo to the Railroad. 
The revenues shown on that same schedule are not related 
to the services rendered but are merely the amounts which 
Penn Water is entitled to receive as a division of the total 
revenues received by Baltimore Company from the Railroad 
for 1946. 

Q. Did Penn Water actually receive from Baltimore 
such a division, to which it is entitled, of the Railroad reve¬ 
nues in 1946? A. No. 

Q. At page 10745, Mr. Davis was questioned about the 
bills rendered to Penn Water by Baltimore Company for 
backfeed. Have there been times since the effective date 
of the 1931 Supplemental Agreement, identified as Items 
H and I, when Baltimore did actually render a bill to Penn 
Water for the amount of backfeed energy furnished dur¬ 
ing any period? A. Yes, there have been. 
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Q. How were the amounts of such bills computed? 
A. Such bills were computed generally in accord with 
Article 6 of the 1927 contract which is a part of Item H 
in [16650] these proceedings. The daily net backfeed was 
computed from the actual meter readings of energy flow 
between Baltimore on the one hand and Penn Water and 
Safe Harbor on the other. The energy rate applied to such 
daily net backfeed was the total average unit production 
cost at Baltimore’s Westport Station for the month, such 
cost including all operation and maintenance expenses. 
Such average rate is shown on the face of the bills rendered 
by Baltimore to Penn Water for such backfeed energy. 

Me. Spabks : I would like to have marked for iden¬ 
tification this copy of the backfeed bill, as Exhibit 367. 

(Exhibit No. 367 is marked for Identification.) 

By Mb. Spabks : 

Q. Is this document a copy of one of the bills you have 
just referred to? A. It is. 

Q. How were the amounts paid by Penn Water to Bal¬ 
timore Company for backfeed services treated in the deter¬ 
mination of the power bill for services to be rendered under 
the 1931 Supplemental Agreement identified as Items H 
and I? A. Such payments were treated as a payment 
by Penn Water for power purchased. 

Mb. Spabks: I wish to have marked as Exhibit 
368 the Holtwood Company’s bill to Baltimore Com¬ 
pany for December, 1931. 

(Exhibit No. 368 is marked for Identification.) 
[16651] By Mb. Spabks: 

Q. I show you Exhibit 368 and ask you if this is a 
copy of Penn Water’s bill to Baltimore Company for the 
year 1931 for services rendered under the contract identi¬ 
fied as Items H and I? A. It is. 

Q. Will you indicate the treatment in this bill of Holt- 
wood Company’s payments for power purchased as back- 
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feed? A. Item (d)2 records the payments made by 
Penn Water to Baltimore Company for backfeed in 1931 
in the amount of $14,452.47, such amount being included 
in the item entitled “Sum of (a), (b), (c), and (d).” 

Q. Has there been an appreciable amount of daily net 
backfeed recorded within the past four or five years? 
A. Yes, there has. 

Q. Has there been any billing for such backfeed since 
1931? A. Yes, there was billing for backfeed in 1932. 

Q. Has Baltimore Company billed Penn Water for 
such backfeed in recent years? A. No. 

Q. Why not? A. The matter was discussed by the 
Operating Committee and with Baltimore Company’s coun¬ 
sel in 1941 and it was [16652] recommended that Baltimore 
Company need not bill Penn Water for such backfeed be¬ 
cause there would be no net effect on the income of either 
party and no outside parties would be affected. 

Q. Will you please explain why? A. Had Balti¬ 
more Co. billed Penn Water for such backfeed, the operat¬ 
ing revenues and the operating expenses of both companies 
would have been increased alike to the extent of the amount 
billed for such backfeed, but the operating income and the 
net income of both companies would have been unaffected. 

Q. Have you prepared a tabulation showing the back¬ 
feed energy received by Penn Water from Baltimore Com¬ 
pany in the years 1944, 1945 and 1946 showing the annual 
amounts of net hourly backfeed, the annual amounts of 
daily net backfeed for each year, and the applicable con¬ 
tract rates of Baltimore Company for such daily net back¬ 
feed? A. I have. 

Mb. Spabks: I will ask the reporter to mark for 
identification as Exhibit No. 369 this tabulation “Back¬ 
feed Energy Received from Baltimore Company.” 

(Exhibit No. 369 is marked for Identification.) 

By Mb. Spabks : 

Q. Is this the tabulation you just referred to? A. 
It is. 
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[16653] Q. Beginning at page 10759, Mr. Davis testified 
with respect to the effect of the M. E. contract, identified as 
Exhibit 72, and was questioned as to whether such contract 
resulted in an increased use of the natural resources of the 
Susquehanna River as contrasted with operations under the 
old Edison Light and Power Company contract, Exhibit 71. 
Is it a fact that the operations under Exhibit 72 have re¬ 
sulted in an increased use of the natural resources of the 
Susquehanna River? A. Yes. 

Q. Why? A. Without attempting to go into all of 
the operating details, I can give two specific reasons: First, 
because of the change in the form of contract, Penn Water 
and Safe Harbor are enabled to operate their hydro capac¬ 
ity and to utilize the available energy from the river flow 
during a smaller number of hours and thereby get a greater 
capacity utilization as is generally shown from an exami¬ 
nation of my Exhibit 8 in these proceedings. Secondly, 
whenever hydro developments, such as those at Holtwood 
and Safe Harbor are utilized and operated to provide the 
requirements of the peaks of several systems, rather than 
required to supply a more or less uniform twenty-four hour 
load, a greater utilization of the natural resources can be 
obtained. 

Q. Do you mean, Mr. Spaulding, that the greater the 
number of systems on which the hydro is operating, the 
greater [16654] is the opportunity for utilizing the natural 
resources? A. Yes. 

Q. Do you agree with the designation used by Mr. 
Thomas at page 1236 of the record, referring to the Holt- 
wood and Safe Harbor plants as “run-of-river” type de¬ 
velopments? A. No, I do not. 

Q. In what respect do you disagree with this designa¬ 
tion? A. First, he related the water stored behind the 
dams to the annual energy output and such relationship is 
not controlling either at these plants or anywhere else. 
Second, he related the amount of storage to the maximum 
usable flow at Safe Harbor which is likewise not a con- 
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trolling consideration. Third, his statement that the river 
flow cannot be stored in any appreciable quantity and to a 
large extent water must be used as it runs down the river, 
is not a correct statement because it does not conform with 
the facts. 

Q. Will you please state what in your opinion are the 
essential factors to be considered in connection with the 
utilization of stored water in relation to a “run-of-river” 
type development or a i1 storage” type development? 
A. The essential consideration of a storage development is 
the amount of stored water available to supplement the 
normal flow of the river during periods of minimum flow 
or maximum loads, or a coincidence of those two factors. 
While the usable storage behind both dams is only equiva¬ 
lent to the [16655] full power house draft of Safe Harbor 
during a twenty-four hour period, the essential and impor¬ 
tant facts are that the usable storage behind both dams is 
greater than the minimum flow of the river for a seven-day 
period. When such usable storage is used to supplement 
the minimum flow of the river, it greatly enhances the 
capacity value of these hydro plants. 

Q. Do you insist that Holtwood and Safe Harbor are 
not run-of-river plants? A. I have frequently referred 
to them as such, but in connection with the capacity value 
of the hydro plants at Holtwood and Safe Harbor in this 
case, it is important to recognize the distinction between a 
run-of-river plant without storage and a run-of-river plant 
with storage. The Federal Power Commission, itself, 
properly recognized that distinction in its printed instruc¬ 
tions relating to Schedules 2 and 16 of its F.P.C. Form 12 
Report for electric power systems. Under F.P.C. ’s defini¬ 
tion, neither Holtwood nor Safe Harbor would be classified 
as run-of-river developments. 

• • • 

[16656] Q. At page 1238 Mr. Thomas stated that “for 
economic development such plants as Holtwood and Safe 
Harbor must be operated in conjunction with an adequate 
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supply of steam electric power which is used to firm up the 
hydro supply.’’ Do you agree with that statement? A. I 
do not. 

Q. Why do you disagree? A. His statement that 
steam electric power is used to firm up a hydro supply is 
erroneous. Supplemental steam power does not firm up a 
hydro supply. Rather, when such steam power is used in 
conjunction with or supplemental to a hydro supply, the 
maximum utilization can be made of the natural resources. 
Steam energy is necessary to supplement a hydro supply 
such as that at Holtwood and Safe Harbor under cer¬ 
tain flow conditions, but I would disagree that such sup¬ 
plemental energy firms up the hydro resources. The load 
shape alone determines the capacity value of a hydro 
development. 

Q. Then, in your opinion, Baltimore Company has not 
[16657] installed steam capacity to firm up the hydro 
resources of the Susquehanna River? A. No, neither 
Baltimore Company nor anyone else has installed steam 
capacity to firm up these hydro plants; rather, they have 
been firmed up by the growth of the peak portion of the 
system load on which they were operating in part or in 
whole. 

Q. Has Penn Water ever considered providing addi¬ 
tional steam capacity itself at Holtwood to provide such 
supplemental supply? A. Yes, it has on several occa¬ 
sions within the last ten years. 

Q. Would such additional steam capacity, if provided 
by Penn Water at Holtwood, be a duplication of existing 
steam electric plants operated by Penn Water’s customers? 
A. Not necessarily. It could have and may now provide 
additional steam capacity to meet the growing needs of 
its customer companies. 

Q. Would the location of additional steam capacity at 
Holtwood be at an economic disadvantage because of its 
distance from the load centers? A. No, as a matter of 
fact, additional steam capacity, if provided at Holtwood, 
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would be as close or closer to the load centers of its Penn¬ 
sylvania customers than the presently-existing steam 
plants installed on the system of these [16658] customers. 

Q. Has Penn Water relied almost entirely on the steam 
plants of Consolidated Gas Electric Light and Power Com¬ 
pany of Baltimore to firm up its hydro capacity? A. 
No, for the reason just given, these steam plants have not 
firmed up Penn Water’s hydro capacity. The Penn Water 
and Safe Harbor capacity has been firmed up and is being 
firmed up on the system loads themselves. However, for 
the reasons given in my re-direct testimony, Penn Water 
has been obtaining a large part of its supplemental supply 
from Baltimore Company merely because the incremental 
cost of such supplemental steam supply was slightly lower 
than the cost of procuring such supplemental supply from 
its northern customers. However, this situation may have 
been temporary and is very likely to reverse in the near 
future with the completion of additional highly-efficient 
and economical generating capacity on the systems of the 
northern companies. 

• * * 

[16660] Q. Could Penn Water depend on interchange 
energy arrangements for obtaining the necessary supple¬ 
mental steam energy to meet its firm power obligations in 
conjunction with the hydro supply from the Holtwood and 
Safe Harbor developments? A. Yes, its present con¬ 
tracts covering interchange energy and other interchange 
services are sufficiently [16661] flexible, yet comprehensive, 
and its operations under those contracts are so well under¬ 
stood by all parties, that Penn Water could depend on such 
interchange energy arrangements to provide for the neces¬ 
sary supplemental energy even though Baltimore, for any 
reason at all, was unable or unwilling to provide such sup¬ 
plemental supply during those times when it was more 
economical to obtain such supply from Baltimore. 

Q. At page 1252, line 22, Mr. Thomas testified as fol¬ 
lows: “I am confident that Holtwood Company could not 
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and would not depend on interchange energy for firming 
up its hydro supply. Putting it in another way, Holtwood 
Company would not and could not purchase interchange 
energy on a when, as and if basis and resell it as firm 
power.” Does Holtwood Company purchase interchange 
on a when, as and if basis and resell it as firm power? 
A. Yes, it does. 

Q. In your opinion is there anything unusual or im¬ 
proper in such procedure? A. No. Penn Water is 
always in a position to supply its firm power commitments 
from its own resources in any emergency created by a 
temporary failure of the supply which Mr. Thomas char¬ 
acterizes as “when, as and if.” 

Q. Has the Federal Power Commission ever given 
recognition to such use of supplemental energy? A. Yes. 
F.P.C. in its instructions relating to Schedule [16662] 2 of 
its Form 12 Annual Power System Statement provides that 
1 6 Contracts for purchase or interchange of off-peak energy 
also may be taken into account” in presenting “a realistic 
picture of the potential energy and capacity of system 
hydroelectric plants.” 

Q. From where does Penn Water obtain most of the 
supplementary supply which is needed and which we might 
speak of as available on a “when, as and if basis”? A. 
From Baltimore Company, but only because under present 
conditions it is the most economical source. 

Q. Is Baltimore Company obligated to furnish this 
service? A. Only up to the limit of its available gen¬ 
erating capacity located in plants in operation at the time. 

Q. That is in accordance with Article 6, Item H, is it 
not? A. Yes. 

Q. Does Baltimore Company at times obtain energy 
from others for supply to Penn Water and Safe Harbor? 
A. Yes, from Potomac Electric Power Company. 

Q. Is such energy received by Baltimore Company 
from Washington Company as firm or as interchange 
energy? A. Interchange energy. 
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Q. So Baltimore, itself, is then using interchange 
energy from Potomac Electric Power Company to supply 
what Mr. [16663] Thomas would have you consider as a 
firm service from Baltimore to Holtwood Company. Is that 
right? A. Yes, except that I do not agree with Mr. 
Thomas that backfeed services under Article 6 are or 
should be considered in the nature of a firm service. 

Q. Do other utilities make use of interchange pur¬ 
chases on a “when, as and if” basis to supply their “firm 
service obligations”? A. Yes, frequently. Where a 
utility is in a position to reduce its operating expense by 
interchange purchases, it follows this practice. 

Q. Is it always economy that dictates the use of inter¬ 
change for such purpose? A. No, it is sometimes neces¬ 
sity which dictates such use of interchange to supplement 
deficiencies in the resources available to the purchased 
of the interchange. Such interchange transactions are made 
under the emergency provisions of the interchange agree¬ 
ments. 

Q. Does Baltimore Company purchase large amounts 
of interchange energy on a “when, as and if” basis from 
Washington Company? A. Yes, it does. 

Q. And, is such supplemental energy at times used to 
supply its own system load requirements? A. Yes. 
[16664] Q. Are the hydro companies taking any unusual 
risks when they depend on “when, as and if” available 
energy to meet their firm obligations? A. No. It is 
inconceivable that the interconnected companies would be 
deficient in energy during the off-peak hours and that is 
the only time when the hydro companies are interested in 
purchasing economy interchange as supplemental energy. 

Q. Are the hydro companies contributing to the overall 
system economy when they use “when, as and if” avail¬ 
able energy to meet their firm obligations? A. Yes, they 
are. Optimum use of the hydro capacity and energy 
requires peaked operation in low-flow periods as was shown 
in Exhibit 8. There is certainly no need or justification for 
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making a firm arrangement for a service that can satis¬ 
factorily and economically be obtained as interchange. 
Such arrangement would simply increase the cost of the 
firm power services and such increased costs would then 
have to be passed on to the customers of Penn Water and 
Safe Harbor. 

Q. Is it necessary for any of Penn Water’s and Safe 
Harbor’s customers, including Baltimore Company, to 
install capacity in addition to that required for their own 
purposes, to enable them to supply the backfeed required 
by Penn Water and Safe Harbor? A. No, it is not. 

• * ♦ 

[16665] Q. Is it necessary that any one of your customers 
be in a position to provide you all the backfeed you may 
from time to time require? A. No, it is not. It is only 
necessary that we obtain such backfeed from all our cus¬ 
tomers collectively. 

Q. Are there wide variations in the annual amounts of 
hydro energy obtainable from the Susquehanna River from 
the [16666] Holtwood and Safe Harbor hydro plants? 
A. Yes, the river flow varies quite widely, and the energy 
obtainable is generally in direct proportion. We recently 
experienced in the year 1945 an excess generation of about 
500 million kilowatt hours, which is approximately 30% in 
excess of the expected generation for an average flow year. 
On the other hand during the year 1941 there was a de¬ 
ficiency in generation, that is, generation less than expected 
on an average flow year of about 400 million kilowatt hours, 
which is about 25% less than normal generation. The river 
flow experienced in 1946 was very near to the expected 
average flow. 

Q. When the 1931 Power Agreements between Penn 
Water, Safe Harbor and Baltimore were negotiated, and 
I am referring to the contracts identified as Items E, F & 
G and H and I, was it then recognized that there would be 
fluctuations in the annual amount of energy obtainable from 
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these hydro plants from year to year? A. Yes, it was. 

Q. And was it expected that the full effect of these 
energy variations would affect Baltimore Company only? 
A. Yes. 

Q. Does Baltimore Company now experience the full 
effect of such fluctuations in electric services? A. No, 
not entirely, because the M.E. contract, [16667] Exhibit 72, 
provides that M.E.Co. shall receive under that contract 
amounts of energy varying to a large extent with river 
flow. So that to the extent that M.E.Co. ’s supply fluctuates 
with river flow, Baltimore Company’s supply is less affected 
by such fluctuations. 

Q. Did Baltimore Company appreciate and recognize 
that its operating expenses would similarly fluctuate with 
river flow because of the varying amounts of steam genera¬ 
tion necessary? A. Yes, it did. 

Q. Were the payments to be made by Baltimore Com¬ 
pany under the contracts identified as E, F & 6 and H and I 
established in recognition that there would be such fluc¬ 
tuations? A. Yes, they were so established and in par¬ 
ticular Exhibit A of Item H clearly shows that an adjust¬ 
ment was made to correct 1930 revenues for average flow 
conditions as a basis for future payments. 

Q. Mr. Spaulding, is it your opinion that the usable 
capacity from the Holtwood and Safe Harbor hydro plants 
varies from year to year as widely as the variation in en- 
ergy generation you have just referred to? A. No, in¬ 
deed, there is nowhere near the variation in usable capacity. 
In fact, the variations in river flow from year to year have 
a very small effect on the use made of [16668] the hydro 
capacity available to Baltimore Company. Certainly, the 
availability of capacity on a twenty-four hour basis would 
vary, but this is not a measure of use or availability of 
capacity for system operations. When looked at from the 
viewpoint of use made of capacity, I find the variation from 
year to year only a fraction of the variation in hydro 
energy. 
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[16669] Q. At page 1255, Mr. Thomas testified that “Bal¬ 
timore Company assumes definite risks and obligations 
which are not undertaken by the Pennsylvania customers 
of the Holtwood Company.” Is that statement correct! 
A. Baltimore Company may have assumed certain obliga¬ 
tions under our contract, identified as Items H and I, not 
undertaken by the Pennsylvania customers, but any risks 
and obligations there may have been are not a burden on 
Baltimore Company today. It must also be recognized that 
Baltimore Company then obtained and today still has avail¬ 
able to it very definite advantages and benefits not available 
to the other customers of Penn Water. 

Q. At the same page, Mr. Thomas also stated that “as 
the residual receiver, the contractual supplier of backfeed 
steam electric energy, the underwriter of the system oper¬ 
ations, the risktaker and the contractual guarantor of Holt- 
wood Company’s earnings, Baltimore Company is not 
comparable to the Pennsylvania customers.” Do you agree 
with that statement? A. Baltimore Company is the re¬ 
sidual receiver—both companies understood that at the time 
the contract was made. There are advantages to Baltimore 
Company in such a position. Baltimore Company is one 
of several suppliers of supplemental energy, but I do not 
agree that as a supplier it is in any different position, in 
fact, than any of the other several [16670] interchange cus¬ 
tomers of Penn Water; and there is no actual burden to 
Baltimore Company in so doing. Rather, Baltimore Com¬ 
pany, in addition to obtaining the savings resulting from 
such interchange transactions, obtains all of the economic 
advantages of the coordinated operations of the Penn 
Water-Safe Harbor and Baltimore systems; advantages 
that are not available to the other customers of Penn Water. 
I do not agree that Baltimore Company is the risktaker and 
the contractual guarantor of Penn Water’s earnings. 

Q. Why do you state that you do not agree that Bal¬ 
timore Company is the risktaker and the contractual guar¬ 
antor of Penn Water’s earnings? A. First, because 
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Article VII of the 1931 Supplemental Agreement, identi¬ 
fied as Item H, largely relieves Baltimore Company of such 
risks. Second, because through the several other terms of 
this contract, certain other protections are available to 
Baltimore and which it has exercised. Third, because Balti¬ 
more Company has recourse to regulatory authority as to 
the reasonableness of the charges for the services received. 

Q. Has Baltimore Company ever been relieved of a 
portion of the payments provided for under the 1931 Agree¬ 
ment ? A. Yes, it has. 

Q. In what connection? A. As the result of the 
1936 flood, Baltimore Company [16671] was relieved of 
certain payments and other obligations. 

Q. By how much was Baltimore Company’s payments 
reduced in 1936? A. Baltimore Company received a 
credit of $29,873 as compensation for its own cost of pro¬ 
ducing or purchasing the replacement of electric services 
lost. Penn Water incurred maintenance expenses, directly 
or indirectly related to the flood, of $125,493 which were 
credited to the charges otherwise payable by Baltimore 
Company. Penn Water also made net additions to its plant, 
based on its experience during the flood as a precautionary 
measure to protect future services, amounting to approxi¬ 
mately $483,000 which were subsequently excluded from 
the “cost of net additions” used in the computation of 
annual payments thereafter. 

Q. You stated that any risks and obligations there may 
have been, are not a burden to Baltimore Company today. 
Will you explain this statement? A. In my opinion a 
risk or an obligation is only of significance when there is 
a direct cost or a hazard of cost or loss relating thereto. 
Penn Water’s’ stockholders alone are affected by the haz¬ 
ards as respects property loss, loss in revenue, reduction 
in return, and the hazards of extraordinary or unusual costs 
incurred. 

Q. Will you explain? A. Penn Water’s stockhold¬ 
ers, for example, assumed [16672] the costs and losses in 
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revenue resulting from the 1936 flood. Penn Water’s stock¬ 
holders alone have the risks and hazards to property and 
loss in revenue resulting from war, strikes, major catas¬ 
trophes and any other causes of like nature beyond the 
control of either party, and I am here referring to Article 
VII of the contract identified as Item H. Penn Water’s 
stockholders alone have the risks and hazards from compe¬ 
tition including Government hydro developments on the 
Susquehanna River or in the general geographic area and 
from any other forms of government subsidized power 
developments. Penn Water’s stockholders have the risks 
and hazards of costs or loss in revenue that may result 
from damage to the transmission lines between Safe 
Harbor and Baltimore, and I am here referring to the first 
paragraph of Article VII of the contract identified as Items 
E, F and G. 

Q. What burdens does Baltimore Company have under 
these power contracts? A. Any burden that Baltimore 
Company may have, results from fluctuations in river flow. 
However, such additional costs in the low flow years are 
substantially averaged out over a period of years with the 
additional benefits obtained in high flow years so that any 
detrimental effect there may be is limited to the disturb¬ 
ances caused in the regularity of Baltimore Company’s 
operating expenses and resultant earnings from year to 
year, and this fluctuation of earnings could [16673] be 
eliminated through the use of an equalization reserve. 
From a long range point of view, even without such equali¬ 
zation reserve, the resultant effect is negligible. Further¬ 
more, the effects of any such fluctuations are in large part 
mitigated through Federal and State income taxes whereby 
the governments assume a portion of the burden of equal¬ 
izing operating expense fluctuations through income taxes. 

Q. Have any early risks and obligations that Baltimore 
may have had, disappeared? AuYes. Whatever may have 
been the risks or burdens in the past affecting Baltimore 
Company as a special customer through the present form 



1954 


G. W. Spaulding, Direct 


of contract, the economic changes in the past decade have 
made Penn Water’s hydroelectric services more valuable in 
relation to the steam sources of supply available to Balti¬ 
more Company. Baltimore Company has already taken 
steps in an attempt to limit the present hydro supply to the 
Pennsylvania customers, in order that such hydro supply 
may be profitably available for Baltimore Company’s own 
use. The effects of a further increase in the level of labor 
costs and coal prices will affect steam production costs 
relatively more than hydro production costs because of the 
relatively small amount of labor required for the hydro 
service. The trend of taxes appears to be downward. All 
of these factors tend to make the hydro service more attrac¬ 
tive and desirable to Baltimore Company. 

[16674] Q. What steps has Baltimore Company taken to 
limit the present hydro supply to the Pennsylvania cus¬ 
tomers? A. During the past six months, Baltimore 
Company has presented requests to Penn Water at con¬ 
ferences and in writing to terminate or limit the services 
supplied Metropolitan Edison Company, Pennsylvania 
Power & Light Company and the Coatesville Division of 
Philadelphia Electric Company, under the respective firm 
power contracts with such companies. 

Mb. Spakks : I would like to have a group of letters 
between Penn Water and Baltimore Company marked 
for identification. 

(The letters referred to were marked Exhibit No. 
370 for Identification.) 

By Mr. Sparks: 

Q. Are these the letters you referred to with certain 
related correspondence? A. Yes. 

Q. In the event that the firm power contracts with 
Metropolitan Edison Company, Pennsylvania Power & 
Light Company and Philadelphia Electric Company, are 
terminated, for any reason, would the transmission facil¬ 
ities now being used to supply these Pennsylvania cus- 
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tomers cease to be of use? A. No. None of such trans¬ 
mission facilities would cease to be used. Even in such 
eventuality as you mentioned, all of these transmission 
facilities would continue to be used [16675] and useful for 
interchange services between the several interconnected 
companies. 

Q. Can you now foresee the possibility of these facil¬ 
ities being superseded by other higher voltage facilities? 
A. No. Even though a 220 Kv. interconnection were pro¬ 
vided between Safe Harbor and the existing 220 Kv. net¬ 
work of these northern companies, such new interconnec¬ 
tion facilities would not materially reduce the usefulness of 
the existing facilities. 

* • « 

[16676] Q. In considering the costs of service from a 
steam electric generating plant, what general classifications 
of those costs can usually be made? A. One can and 
does usually class certain of the plant costs as fixed costs 
and the balance as variable costs. 

Q. Is this classification of costs as between fixed and 
variable a rigid one? A. No, to a certain extent it must 
be a matter of informed judgment. 

Q. What is the purpose of making a separation of 
variable and fixed costs? A. Generally for use in eco¬ 
nomic studies necessary for system planning and for opera¬ 
tions accounting. The fixed costs may or may not all be 
considered to be capacity costs and certain variable costs 
may not all be considered to be energy costs. 

Q. You have referred to certain costs being related to 
capacity and certain costs being related to energy. Would 
you make any allocation for costs relating to other attri¬ 
butes of electric service, such as spinning reserve, power 
factor cooperation, voltage and frequency? A. It is not 
generally necessary to make a specific allocation of the 
costs for those other attributes, although there are very 
definite costs incurred in supplying them. However, if the 
costs of such special services were to be [16677] considered 
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in determining a rate for such services, it would then be 
necessary to segregate them. 

Q. Can an analogous treatment be applied in the 
determination of hydroelectric plant costs? A. Yes. It 
is similarly necessary to consider the various services fur¬ 
nished from a hydroelectric development, the relative 
amounts thereof, and to consider the investment costs, as 
well as the operating costs incurred in providing those serv¬ 
ices. Not the least consideration is the purpose for which 
the hydro plant was constructed, the relative demands for 
use and uses made of these several services today. A hydro 
plant may be used to provide peaking capacity with a very 
small amount of annual energy, yet this plant may be con¬ 
tinually used for spinning reserve, voltage and frequency 
regulation, and power factor regulation. For such a plant 
most of the fixed costs incurred should properly be con¬ 
sidered as capacity costs. On the other hand, hydroelectric 
plants such as those at Niagara Falls and at Beauharnois 
on the St. Lawrence River, near Montreal, have almost a 
100 percent use factor, i. e., generators are fully loaded 
throughout the year, and it would, in my opinion, not be 
proper to consider all of the fixed costs of those plants as 
capacity costs. If, however, a hydro plant was economically 
provided in conjunction with a flood storage project where 
the plant was only operative at times of flood, the fixed 
[16678] charges would all be allocable as energy costs. 

Q. In addition to the purpose for which a hydro plant 
is built, or is being used, are there any other considerations 
which make it improper to use all fixed costs as capacity 
costs? A. Yes. Generally I have in mind that certain 
fixed costs are incurred specifically in connection with the 
production of energy and contribute nothing to the amount 
of capacity available. 

Q. Can you illustrate this situation? A. There are 
many hydro projects in the United States with dams 
several hundred feet in height built for the purpose of 
creating large storage reservoirs which are used for sea- 
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sonal drawdown. The maximum drawdown of the reservoir 
level at such a plant may be as much as 100 feet which 
occurs at the end of the low water season of the year which 
may also be the peak load season. This fact, and perhaps 
other considerations, frequently lead to installation of gen¬ 
erator capacities sufficient to utilize the full turbine output 
at operating heads experienced under such drawdown 
conditions. In other words, the full electric capacity of 
the plant is actually used when the reservoir is at or near 
minimum drawdown elevation. For such projects the fixed 
costs chargeable to capacity might properly be the approxi¬ 
mate costs necessary for a dam much smaller than that pro¬ 
vided for maintaining [16679] adequate storage capacity, 
and the difference in the cost of the two dams together with 
differences in costs for flowage basin property, highways, 
and bridge relocations may be a substantial part of the total 
project cost incurred not for the use to be made of capacity 
but for the use to be made of the energy services. 

Q. Can you give a similar analogy for medium or low 
head plants, such as those at Holtwood and Safe Harbor? 
A. Yes. When the Safe Harbor plant was under consider¬ 
ation and economic studies were being made to support its 
justification, no serious thought was given to the installa¬ 
tion of the same amount of capacity at an extended power 
house at Holtwood, although capacity could have been pro¬ 
vided there equal to that installed at the Safe Harbor plant 
for a fraction of the cost of the Safe Harbor project. The 
same amount of spinning reserve, voltage regulation and 
power factor regulation could also have been so obtained, 
but the amount of energy available from such capacity in¬ 
stallation at Holtwood would have been less than one-half 
of that obtainable from the Safe Harbor development. 

Q. Would the difference in cost between the Safe Har¬ 
bor project and installation of the same amount of capacity 
at Holtwood be any measure of the cost incurred for energy 
at the present Safe Harbor plant? A I think it might 
properly be so considered, but I [16680] did not approach 
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it from this point of view. I did, however, recognize the 
fact that the amount of capacity provided at Safe Harbor 
was not provided for capacity alone, rather it was provided 
to obtain the relative amounts of capacity, energy and the 
other attributes of electric service as were then expected 
to be needed by and useful to its several customers. To 
ignore these factors in any cost allocation is not being real¬ 
istic. 

Q. On page 11182 of the record, Mr. Davis testified 
that all of the investment costs associated with the steam 
plant are costs which have a function of providing capacity. 
Is it a fact that all of the investment costs associated with 
the Holtwood steam plant have the function of providing 
capacity! A. Certainly not. I have in mind particularly 
the investment in boiler plant, coal preparation plant and 
coal recovery facilities, and possibly also the investment 
in circulating water tunnels, pumping capacity and con¬ 
denser capacity, where a very much smaller cost would have 
been necessary had it not been desired that the Holtwood 
plant operate for long continuous periods at maximum 
plant output, i e., on base load. Many steam plants in the 
country today are designed and built with undersized boiler 
plants because it was recognized that the boilers would only 
be loaded to full capacity, or overloaded, for a relatively 
few hours each month. Certainly [16681] it is not a fact 
that all of Holtwood steam plant investment was made to 
provide capacity. 

Q. Mr. Davis showed in his Exhibit 64, Table 5, line 
26, a figure of $19.22 per kilowatt and a figure of 1.43 mills 
per kilowatt hour. In your opinion are these figures repre¬ 
sentative of a realistic cost per kilowatt and per kilowatt 
hour of the services supplied by Penn Water? A. Without 
agreeing with his method of computing capacity for the pur¬ 
pose of deriving a cost per kilowatt, and after adjustment 
for the errors in his determination of energy used in deriv¬ 
ing his cost per kilowatt hour, in my opinion his cost per 
kilowatt and cost per kilowatt hour are entirely unrealistic. 
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Q. Are all of the costs of Safe Harbor incurred in con¬ 
nection with the rendering of electric services to the Penn¬ 
sylvania customers, including the services rendered to the 
Pennsylvania Railroad by Safe Harbor, included by Mr. 
Davis in his Exhibit 64? A. No, they are not. 

Q. What costs, if any, of Safe Harbor were included 
by Mr. Davis in his Exhibit 64? A. Only those costs 
of Safe Harbor represented by an assumed bill rendered 
to Penn Water were included by Mr. Davis in line 2 of 
Table IV of Exhibit 64. Mr. Davis did not use the actual 
total costs of Safe Harbor in computing [16682] such as¬ 
sumed bill, but rather a much reduced cost based on a lower 
rate of return than provided under that contract. 

Q. Were the costs used by Mr. Davis in his Table IV 
of Exhibit 64 related to the services actually rendered? 
A. No, they were not. The costs used by Mr. Davis were 
taken to be only one-third of such total assumed costs of 
Safe Harbor, but the services rendered by Safe Harbor to 
the Pennsylvania customers jointly with Penn Water and 
to the Railroad jointly with Penn Water and Baltimore 
were greatly in excess of one-third of the total electric 
services rendered by Safe Harbor in that year. As a result 
the costs incurred by Safe Harbor in rendering services to 
Penn Water and to its Pennsylvania customers were greatly 
in excess of the one-third of Safe Harbor’s assumed costs. 

Q. At page 10847, Mr. Davis testified that Baltimore 
Company is standing back of the peaks of the firm power 
obligations of Penn Water and Safe Harbor to others. Is 
this an accurate statement of the facts? Al. It is not. 
Baltimore Company has no obligation in connection with 
any of the firm power obligations of Penn Water and 
Safe Harbor to their Pennsylvania customers. Baltimore 
Company does have an obligation to the Pennsylvania Rail¬ 
road jointly with Penn Water and Safe Harbor. Baltimore 
Company stands back of nothing with respect to Penn 
Water and Safe Harbor’s obligations to their Pennsylvania 
customers, [16683] except its agreement to provide back- 


1960 


G. W. Spaulding , Direct 


feed energy as supplemental energy to Penn Water during 
the hours when Baltimore Company can do so from gener¬ 
ating units in plants that are otherwise operating, that is, 
that are otherwise required by Baltimore for its own uses. 

Q. At page 11100 of the record, Mr. Davis testified 
with respect to the use of energy generated at Safe Harbor 
and Holtwood by the installed capacity available in excess 
of what he determined to be the dependable capacity of the 
Holtwood and Safe Harbor plants, and further stated that 
such energy was used by all of the customers just as any 
other energy. Who in fact uses such energy? A. As¬ 
suming first that there is energy generated from capacity 
installed in excess of the dependable capacity of these 
plants, such energy is, in fact, used either for delivery to 
Baltimore Company or for delivery in connection with in¬ 
terchange transactions. 

Q. Then, none of such excess energy is used in con¬ 
nection with the firm power obligations of Penn Water and 
Safe Harbor to their Pennsylvania customers? A. That 
is correct. 

Q. Is there any justification for eliminating the costs 
associated with construction work in progress and plant 
held for future use in connection with any cost allocation 
of the services rendered by Penn Water? [16684] A. No, 
there is not. 

Q. Why not? A. Most of the properties and facili¬ 
ties, the costs of which are included in construction work 
in progress, are or shortly will be in use. Any cost alloca¬ 
tion made should relate to the actual costs for service now 
and in the near future. Certain investments now being 
accumulated in connection with contemplated projects are 
classified as property held for future use. We are acquir¬ 
ing, as opportunity presents, the necessary right-of-way 
for transmission lines under a definite plan of use. Invest¬ 
ments are also being made for future use in connection with 
an additional hydroelectric development. By the very na¬ 
ture of such latter plans, it is necessary for this company 
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to acquire lands and other property over a period of many 
years. To do otherwise would naturally increase the pur¬ 
chase price of such properties. 

Q. In Table IH-a of Exhibit 64, Mr. Davis eliminated 
for cost allocation purposes certain expenses incurred by 
Penn Water for administration and general expense. What 
are the facts in respect to this expense for the year 1944? 
A. Referring to Exhibit 18, being Penn Water’s bill to 
Baltimore Company for services rendered under contract 
identified as Items H and I for the year 1944, there is an 
item (x) entitled 11 Miscellaneous Credits” in an amount of 
$9,703.62. This amount was treated as a deduction in the 
[16685] determination of the annual charges to Baltimore 
Company. This is the amount that Mr. Davis used as a 
reduction to Penn Water’s expense in his Table IH-a of 
Exhibit 64. The amount so treated in the 1944 bill as ren¬ 
dered, was made up of three items: a portion of the direc¬ 
tors ’ fees, a portion of the costs incurred for use and occu¬ 
pancy insurance, and the salary of one employee. 

These items of general expense were excluded from the 
power bill by agreement between the parties and for the 
following reasons: 

Penn Water’s directors’ fees were in that year greater 
than those paid by Baltimore Company to its own directors, 
and Baltimore Company urged us to deduct that portion 
of such expenses in excess of the amounts Baltimore Com¬ 
pany paid to each of its directors. Penn Water agreed in 
such connection to deduct from the bill an amount of $4,065 
for the year 1944, but without agreeing that its fees paid 
to its directors were unreasonable or were not proper oper¬ 
ating expenses. Certain use and occupancy insurance relat¬ 
ing to loss of revenue from fire and sabotage, was carried 
by Safe Harbor and Penn Water during the war years. 
Such expenses were recognized by Baltimore Company as 
proper operating expenses, but Baltimore Company felt 
that such insurance was in part a protection to Penn Water 
against loss of revenue under the general catastrophe 
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clauses of the respective contracts E, [16686] F and 6 and 
H and I. Penn Water agreed to deduct from the annual 
bill for the year 1944 an amount of $3,211.87, being one- 
half of the costs of such U. and 0. fire and sabotage insur¬ 
ance carried by Safe Harbor Company plus one-half of 
only the U. and 0. sabotage insurance carried by Penn 
Water, but Penn Water did not agree that such insurance 
costs were not proper operating expenses. Penn Water 
further agreed to deduct from the annual bill an amount 
of $2,426.75, relating to the salary and expenses of one of 
its employees, but did not agree that such expenses were not 
proper operating expenses. 

Q. What were the amounts included in the item en¬ 
titled “Miscellaneous Credits’’ being Item (x) of the power 
bills for years 1945 and 1946? A. In the year 1945 the 
amount in Item (x) which was treated as a deduction in 
the determination of the annual charges to Baltimore Com¬ 
pany was $11,238.38 and in the year 1946 the amount was 
$15,283.28. The differences in the three years, 1944,1945 and 
1946, were largely the result of an increase in amount of 
expenses for directors’ fees so deducted and a decrease in 
the cost of use and occupancy insurance for 1946 due to 
the cancellation of certain wartime insurance. 

Q. In Exhibit 64, Table IV at line 2, Mr. Davis shows 
as Penn Water’s payment to Safe Harbor Company an 
amount of [16687] $992,535. By reference to Exhibit 17 it 
would appear that Safe Harbor’s bill to Penn Water for 
the year 1944 was $1,214,553.53. What was the actual 
amount billed by Safe Harbor to Penn Water and paid 
by Penn Water under Items E, F and G in 1944? A. 
$1,214,553.53. 

Q. Were such charges, made by Safe Harbor to Penn 
Water, provided for in a contract on file with the Penn¬ 
sylvania Public Utility Commission? A. Yes. The con¬ 
tracts identified as E, F and G in these proceedings have 
been filed with Pennsylvania Public Utility Commission 
by Safe Harbor Company and designated by that Commis- 
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sion as Safe Harbor Tariff No. 1, including Supplement No. 
1 thereto. This same contract has also been filed with the 
Pennsylvania Public Utility Commission by Penn Water 
and designated by that Commission as Pennsylvania Water 
& Power Company Tariff No. 5, including Supplement 
No. 1. 

Q. Has the Pennsylvania Public Utility Commission 
ordered Safe Harbor Water Power Corporation to reduce 
its charges to Penn Water for the year 1944 or for any sub¬ 
sequent year? A. It has not. 

Q. Beginning at page 11233 of the record, Mr. Davis 
testified with respect to the actual capacity available from 
the Safe Harbor-Holtwood system at the times of various 
system peaks. 

[16688] Have you prepared a tabulation showing the ac¬ 
tual capacity available and in use for the Safe Harbor and 
Holtwood power developments for the years 1944, 1945 and 
1946, at the time of the Area 6 annual system peak, and at 
the time of Safe Harbor-Penn Water system peak? A. 
Yes, I have. 

Mb. Sparks : I ask that this tabulation be identified 
as Exhibit No. 371. 

(The document was marked Exhibit No. 371 for 
Identification.) 

By Mb. Sparks : 

Q. Is this the tabulation you have prepared? A. 

Yes. 

Q. What other information is shown on this exhibit? 
A. I have also shown the amount of capacity available and 
in use at the Holtwood hydro plant, at the Holtwood steam 
plant, and at the Safe Harbor hydro plant at the time of 
the various system peaks shown. There is also shown on 
the lower portion of the exhibit the maximum annual capac¬ 
ity available and in use at the Holtwood power develop¬ 
ment and at the Safe Harbor development for each year, 
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for comparison with the amounts of capacity available at 
the time of the system peaks. 

Q. Have you also prepared a tabulation showing the 
actual firm power demands of the Pennsylvania customers 
on [16689] Penn Water-Safe Harbor system for the years 
1944,1945 and 1946, at the time of the Area 6 annual system 
peak, at the time of the Safe Harbor-Penn Water system 
peak, and at the time of maximum output from the Holt- 
wood power development, together with the maximum 
requirement of each Pennsylvania customer including the 
Pennsylvania Railroad requirements on the Divisions of 
the Railroad’s electrification normally supplied by Penn 
Water, Safe Harbor and Baltimore Company? A. Yes, 
I have. 

Mr. Sparks : I ask that this tabulation be identified 
as Exhibit 372. 

(The document was marked Exhibit No. 372 for 
Identification.) 

By Mr. Sparks : 

Q. Beginning at page 11236, Mr. Davis testified with 
respect to statements in the FPC Form No. 12 “ Power 
System Statement” for 1945, filed by Consolidated Gas, 
Electric Light and Power Company of Baltimore as the 
“Pool” report which purports to include data obtained by 
them respecting the operations of the power systems of 
Potomac Electric Power Company, Penn Water and Safe 
Harbor, and the power facilities of the Bethlehem Steel 
Company in Baltimore. Is all of the data relating to the 
operations of the Safe Harbor-Penn Water system shown 
by them in this 1945 Pool Report, shown in the manner 
supplied to Baltimore Company by Penn Water and Safe 
[16690] Harbor? A. No, it is not. 

Q. In what respect does this “Pool” report filed by 
Baltimore Company include data different from the infor¬ 
mation reported or supplied by Penn Water and Safe 
Harbor to Baltimore Company for the purpose of prepar- 
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ing such “"Pool” report? A. The amounts shown in 
Baltimore Company’s “Pool” report to the Federal Power 
Commission, Form 12, for the dependable capacity of the 
Holtwood and Safe Harbor plants are different from the 
information supplied to Baltimore Company. The depend¬ 
able hydro capacity of the Safe Harbor and Holtwood 
plants reported in this “Pool” report by Baltimore Com¬ 
pany is not the information supplied to them in writing for 
such purpose, is incorrect in my opinion, and this fact was 
called to Baltimore Company’s attention in writing at the 
time. 

Mb. Spabks : I ask that the copies of letters of May 
28, June 3 and June 5,1946, be marked as Exhibit 373. 

(The letters were marked Exhibit No. 373 for 
Identification.) 

By Mb. Spabks : 

Q. Are the copies of the letters in Exhibit 373 the 
correspondence you have just referred to ? A. They are. 

Q. Beginning at line 15 of page 1192 of the record, 
[16691] Mr. Davis testified that the capacity available for 
Baltimore Company from Penn Water and Safe Harbor is 
not a measured quantity. Is it possible to measure and 
determine the maximum demands by Baltimore Company 
on the Holtwood-Safe Harbor system? A. Yes. 

Q. When generally do the maximum demands occur? 
A. During those higher river flow periods of the year when 
the hydro capacity is fully loaded and the load demands 
of Penn Water’s and Safe Harbor’s other customers are 
off peak. While such occasions may occur during the early 
morning hours, the demands of Baltimore Company on the 
Penn Water-Safe Harbor system during many other 
periods of the same days and at other times during the year 
are only a few thousand Kw. less. 

Q. Is it more difficult to determine Baltimore Com¬ 
pany’s maximum demands than it is to determine the maxi¬ 
mum demands of the Pennsylvania firm power customers? 
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A. It is no more difficult to determine such demands be¬ 
cause they are measurable quantities. 

Q. Are such metered maximum demands the full meas¬ 
ure of the capacity services rendered to Baltimore Com¬ 
pany? A. No. 

Q. What other factual data must be considered? A. 
It is necessary to determine from operating records, 
[16692] the additional amounts of capacity and spinning 
reserve that was available. Such additional capacity serv¬ 
ices are only available to the other customers of Penn 
Water and Safe Harbor on an interchange basis. 

Q. Will you explain the use made by Baltimore of 
such maximum demands and of the other capacity services 
in meeting its own system load requirements ? A. First, 
Baltimore Company uses such maximum demands of power 
and energy to carry its owm peak load requirements in the 
manner described, both in my Exhibit No. 8 and by Mr. 
Thomas in his Exhibit No. 69; secondly, the dependence 
generally on the Penn Water-Safe Harbor capacity for 
reserve capacity in part as spinning reserve and in part 
as cold reserve, and third, during those periods of average 
river flow when Baltimore’s steam capacity is taken out of 
service for inspection and maintenance. 

Q. Does Baltimore regularly depend on Penn Water 
and Safe Harbor for capacity services, when it is necessary 
to remove its steam generating equipment from service for 
maintenance work? A. Yes, that has always been a 
recognized use of Penn Water and Safe Harbor capacity 
both in the system planning and in preparing advance 
schedules of the capacity requirements of Baltimore Com¬ 
pany. 

Q. In what manner does Baltimore plan in advance to 
[16693] make use of Penn Water and Safe Harbor capacity 
in connection with its steam plant maintenance? A. 
The operating departments of Baltimore Company, Poto¬ 
mac Electric Power Company, Penn Water and Safe Har¬ 
bor each year collaborate in preparing a maintenance 
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schedule covering all outages of major steam generating 
plant equipment that may need be scheduled for routine 
overhaul, inspection or repair. This schedule is first pre¬ 
pared in the third quarter of the year for the following 
year and is revised from time to time, as necessary, due to 
changing river flow conditions or to adjust for interrup¬ 
tions caused by changes in operation or in equipment con¬ 
ditions that occur throughout the year. 

Mb. Sparks: I ask that these three steam plant 

maintenance schedules be identified as Exhibit 374. 

(The documents referred to were marked Exhibit 

No. 374 for Identification.) 

By Mb. Sparks: 

Q. Are the sheets which have just been identified as 
Exhibit 374 several of the recent maintenance schedules 
prepared by Baltimore Company just referred to by you? 
A. Yes, they are the steam maintenance schedules as orig¬ 
inally prepared by Baltimore Company in collaboration 
with the other operating people mentioned. The heavy dark 
line on each chart is the original prearranged outage 
schedule [16694] of steam plant facilities affecting capac¬ 
ity. There is included in Exhibit 374 such charts for the 
years 1944, 1945 and 1946. The original schedules were 
revised from time to time during the year and the hatched 
areas are the resultant changes in the original outage 
schedules. However, it should be pointed out that the 
actual capacities shown as scheduled out of service are 
exclusive of forced outages occurring during the same 
periods which at times were as much as 100,000 Kw. greater 
than the amounts shown on this exhibit. I desire to point 
out that in the preparation of the original maintenance 
schedules and the revisions made thereto, it was nceessary 
to arrange for such scheduled outages at times when there 
would be the necessary capacity margins available on these 
systems. The capacity margin available for such outages 
in turn is related to expected river flow conditions. Con- 
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sideration was and is given, not only to the load carrying 
capacity of the hydro plants with most adverse river flows, 
but to the capacity margins available on the system with 
river flows for each month that can be expected to occur 
at least 90 percent and 75 percent of the time. 

Q. Can the river flows be predicted sufficiently far in 
advance for the operating people to arrange for the out¬ 
ages of steam capacity for a two-week period? A. Yes. 
It is the regular practice of the hydro companies ’ hydro- 
graphic observer to maintain a running estimate [16695] 
of river flow for a seven-day period and, in collaboration 
with the weather bureau, to predict river flows for a two 
weeks’ period. We are also able to predict, based on 
ground water observations, the assured flow that can be 
experienced in the absence of any rainfall for periods of 
four to six weeks in advance. However, we are concerned 
in scheduling steam capacity outages, only with possible 
reductions in river flow during the time a large sized steam 
unit will be out of service for maintenance and it is most 
infrequent that we experience any very sudden drop in 
river flow that cannot be forecast with reasonable accuracy 
two weeks in advance. 

Q. Is the two weeks’ estimate of river flow sufficient 
for scheduling the outage of steam generating capacity? 
A. Yes, it is. The maximum outages of steam generating 
equipment shown on Exhibit 374 are the result of schedul¬ 
ing outages of several generating units or boilers at the 
same time. One of such units may be scheduled out of 
service for overhaul for a period of from four to six weeks, 
but certain of the other equipment scheduled for outage 
during the same period can always be returned to service 
on one week’s or shorter notice if required due to forced 
outage of other steam capacity. This is the reason that it 
is continuously possible to take advantage of river flows 
in excess of the most adverse conditions for a large portion 
of the scheduled outages of steam capacity on this intercon¬ 
nected [16696] system. 
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Mb. Spabks: I ask that this be identified as Ex¬ 
hibit 375. 

(The document was thereupon marked Exhibit No. 

375 for Identification.) 

By Mb. Spabks: 

Q. Are the diagrams shown in Exhibit 375 the under¬ 
lying data used by the companies in the preparation of the 
schedules incorporated in Exhibit 374? A. They are. 

Q. And, it is this background information which sup¬ 
ported your statement that the maximum outages of steam 
generating equipment are the result of scheduling out¬ 
ages of several generating units or boilers at the same time? 
A. That is correct. 

Q. Will you indicate two examples from Exhibit 374 
when actual outage of steam generating capacity was con¬ 
siderably greater than would have been possible had most 
adverse river flows been experienced? A. During Janu¬ 
ary, 1944, there was actually 82,000 kw. of steam generat¬ 
ing capacity out for maintenance. With most adverse river 
flow the desired capacity margin would not have permitted 
any outage of steam capacity during this period. Again 
during the first part of January, 1945, there was actually 
96,000 kw. capacity out for maintenance while, [16697] had 
minimum river flows been experienced, the capacity margin 
as shown would indicate that such outages would have been 
limited to 39,000 kw., assuming no forced outages of steam 
capacity. 

Q. Is there also similar coordination between the util¬ 
ity companies operating in FPC Area 6 and the northern 
customers of Penn Water and Safe Harbor in their sched¬ 
uling of steam generating equipment outages? A. Yes, 
all of the companies on the interconnected system along 
the eastern seaboard between the Hudson and Potomac 
Rivers coordinate their steam plant maintenance schedules 
to a very large extent. It was largely because of this fact 
that the unprecedented war loads were carried and still 
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permit all essential maintenance work to be carried on. 
This coordination of maintenance schedules is only one of 
the several advantages of coordinated operation and each 
of such interconnected companies is continually kept in¬ 
formed as to the actual conditions and to the forecast of the 
Susquehanna River flow, because it is with the regularly 
experienced flows in excess of most adverse conditions that 
have made it possible for these companies to maintain their 
equipment with the growth in loads experienced. 

Q. Has Mr. Davis ignored these factors in his alloca¬ 
tion of capacity! A. Yes, he has, and I want to point 
out that altogether [16698] too much emphasis has been 
laid by Mr. Davis and at times by Baltimore Company on 
the amounts of hydro capacity available on the system with 
most adverse river flows. 

Q. Is the hydro dependable capacity determined for 
most adverse flow conditions any measure of the actual use 
made of the available capacity of Safe Harbor and Penn 
Water! A. No. The use made of the capacity of Penn 
Water and Safe Harbor has been greatly in excess of these 
so-called “most adverse flow conditions” and in my opinion 
such minimum value of hydro capacity is no basis for a 
capacity allocation or a cost allocation related thereto. It 
is the use made of this capacity that should be considered 
in this connection and not what might have been available 
under some abnormal condition that occurs once in fifty 
years. To do otherwise is to ignore the realities of the sit¬ 
uation. Anyone looking at a graphical picture of the use 
made of Safe Harbor and Holtwood hydro capacity during 
the last three years or even of the use made of such capacity 
in 1941, which was one of the lowest flow years on record, 
can scarcely avoid the recognition of these facts. 

Q. Have you prepared such a graphical picture for the 
years 1941, 1944, 1945 and 1946! A. Yes, I have. 

Mb. Spabks: I ask that this document showing 

combined Holtwood-Safe Harbor daily peaks for 1941, 
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1944, 1945 and [16699] 1946 be marked for identifica¬ 
tion as Exhibit 376. 

(The document was marked Exhibit No. 376 for 
Identification.) 

By Mb. Spabks: 

Q. Will you explain these graphs? A. The heavy 
dark line generally below the hatched area has been drawn 
to record the maximum one-hour hydro generation for each 
day of the year, as shown by the scale at the left, at the 
Safe Harbor and Holtwood plants. The hatched area shows 
the generation of the Holtwood steam plant on the same 
hour of the day. The top of the hatched area, therefore, 
shows the actual maximum one-hour generation used on 
the interconnected system either by Baltimore and Wash¬ 
ington or by Penn Water’s and Safe Harbor’s Pennsyl¬ 
vania customers for each day of the year. Such data alone 
shows the extent to which Penn Water and Safe Harbor’s 
capacity was used in carrying the load requirements of 
their customers. 

Q. Is that the only consideration of the use made of 
capacity services? A. No. There is also shown on each 
of these charts a black dot for each day of the year which 
shows the total amount of capacity actually operating and 
used in providing capacity services at the Holtwood and 
Safe Harbor plants. The difference between the capacity 
operating and the amounts of generation is generally the 
amount of spinning reserve [16700] used and useful on the 
system as operating reserve for load swings, protection 
against forced outages of capacity and load estimating 
errors, for voltage regulation and power factor coopera¬ 
tion, and for frequency and tie line regulation. In addi¬ 
tion to the amounts of operating capacity shown, there 
were at times certain amounts of idle capacity not running 
but which were counted upon as reserve capacity by Balti¬ 
more and Washington companies, thus making it unneces¬ 
sary for these companies to operate banked boilers and 
extra generating units for reserve. 
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Q. Why can Baltimore, for example, count on units not 
operating at the hydro plants as reserve, whereas they must 
have steam units spinning to provide alternative reserve 
capacity? A. Because the hydro units can be brought 
up to speed, synchronized with the load and loaded to 
capacity, all in a fraction of a minute, whereas the more 
modern steam generating units require from two to four 
hours to bring from standstill to full load and even the 
older generating units require at least an hour to make 
available for carrying load. In fact, if a modern unit were 
operating at minimum load and there was a sudden demand 
for its use, it would be necessary to pick up such new 
demand very slowly, i. e., over a period of approximately 
one-half hour, in contrast to the ten second time in which 
the same service can be obtained from a hydro [16701] 
unit. This operating factor is most important in the event 
of a forced outage of equipment. 

Q. Are there any specific points w T hich you wish to 
make with respect to these charts? A. Yes, the peak 
load on Baltimore-Washington system and on the systems 
of our northern companies have been and still are experi¬ 
enced in November and December. The charts for each 
year show to what extent utilization was or could have been 
made of the hydro capacity installed at the Holtwood and 
Safe Harbor plants during these system peak periods. I 
also desire to emphasize that during a larger part of each 
year Holtwood and Safe Harbor capacity in excess of 
300,000 Kw. was being utilized on the interconnected 
system. In 1944, such capacity was utilized on two-thirds of 
the week days in the year (i. e. exclusive of Saturdays, 
Sundays and major holidays); in 1945 on over 90 percent 
of such days; and in 1946 on about 85 per cent of the week¬ 
days. 

Q. Is the daily use of capacity a significant factor in 
your consideration of the capacity value of the Holtwood 
and Safe Harbor developments? A. Yes, it was one of 
the several significant factors I considered. I believe, how- 
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ever, a much more important consideration is the weekly 
use, which perhaps can best be expressed as an average of 
the maximum weekly use of such hydro capacity. It is a 
well known fact that the system [16702] load require¬ 
ments vary from day to day due to temperature, cloudiness, 
thunderstorms, habits of the people, such as Thursday 
night shopping, ironing day on Tuesday, etc. It is the 
weekly peak system requirements which largely determine 
the use made of the hydro capacity. I have, therefore, had 
determined from the companies 7 operating records both the 
actual amount of hydro one-hour generation and the actual 
amount of hydro capacity operated at the Holtwood and 
Safe Harbor power developments on the hour of the Area 
6 system peak for each week of each year. From these 
records, I find that the average weekly use of such hydro 
generation was 250,000 Kw. in 1944, 290,000 Kw. in 1945 
and 272,000 Kw. in 1946, to which must be added the load 
carrying capacity operating at the Holtwood steam plant. 
From these same records, I find that the use made of the 
hydro capacity actually operating in part for system 
reserve, at the time of these weekly peaks, was 295,000 Kw. 
in 1944, 316,000 Kw. in 1945 and 298,000 Kw. in 1946, and 
which again does not include approximately 28,000 Kw. of 
steam capacity available at the Holtwood steam station. 
No one can well ignore these facts as to use of these hydro 
and steam capacity services by Penn Water and Safe Har¬ 
bor’s customers. 

Q. Did these facts influence your use of the figures of 
295,000 Kw. for hydro capacity and 28,000 Kw. for steam 
capacity in connection with the capacity values in Exhibit 
[16703] No. 35? A. Yes. 

Q. Beginning at line 2 of page 1195, Mr. Davis testified 
that the 10,820 Kw. shown by him on Table VI-A of Ex¬ 
hibit 64, and which was later adjusted upwards as a result 
of errors admitted on cross-examination, should be taken 
to be the maximum capacity furnished during the year 1944 
to Baltimore Company by Holtwood Company. Was more 
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than this 10,820 Kw., as later .adjusted, used by Baltimore 
Company in the year 1944 ? A. There certainly was. 

Q. What w^as the actual amount of capacity service 
furnished by Penn Water and Safe Harbor to Baltimore 
Company at the time of the interconnected system peak 
in the year 1944 and by interconnected system peak I mean 
the peak requirements of Baltimore, Washington and of 
the Pennsylvania customers of Penn Water and Safe Har¬ 
bor and including the total requirements of the Pennsyl¬ 
vania Railroad supplied by these companies? A. It was 
181,000 Kw. at the time of the peak load requirements of 
such system in 1944, which occurred at 6:00 P. M. on De¬ 
cember 11, being the capacity service actually supplied by 
Penn Water and Safe Harbor to Baltimore Company at 
Highlandtown, Westport, Riverside and Takoma Park, 
Maryland. 

[16704] Q. Do you make a distinction between capacity 
service furnished and the maximum hourly Kwh. delivered 
at these points? A. Yes, I do. 

Q. In arriving at such amounts of capacity service, did 
you make an adjustment for the actual interchange trans¬ 
actions on those hours between Penn Water and Safe Har¬ 
bor on the one hand and their Pennsylvania customers on 
the other? A. Yes, I did. Any interchange deliveries by 
Penn Water and Safe Harbor at those times could have 
been made available to Baltimore Company, had such capac¬ 
ity service been required by Baltimore Company. Such 
adjustment was made by adding to the actual deliveries to 
Baltimore Company the amounts of interchange delivery 
to others at that time. 

Q. Have you prepared a tabulation showing the years 
1944, 1945 and 1946, the actual deliveries to Baltimore at 
the times of those annual system peaks? A. I have. 

Mb. Spabks: I ask that this document be marked 
for identification as Exhibit 377. 

(The document was marked Exhibit No. 377 for 
Identification.) 
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By Me. Sparks: 

Q. Does this exhibit also show the actual deliveries of 
power and energy to Baltimore at the time of the annual 
[16705] system peaks adjusted for interchange transac¬ 
tions, in the manner you have just referred to? A. Yes, 
it does. 

Q. And does the last column in the upper portions of 
this exhibit show the capacity service available to Balti¬ 
more Company at the time of such annual system peaks? 
A. Yes, it does. 

Q. Have you also shown at the bottom of this exhibit 
similar amounts of actual delivery and maximum amounts 
of capacity service to Baltimore in the years 1944, 1945 
and 1946, irrespective of the time of the year and irrespec¬ 
tive of the system loads at the time? A. I have. 

Q. When you refer to the capacity service available 
to Baltimore Company by Penn Water and Safe Harbor 
at the time of such annual system peaks, are you including 
only the capacity available. from the Holtwood and Safe 
Harbor power developments? A. I am. 

Q. Are there other capacity services available to Bal¬ 
timore from Penn Water and Safe Harbor? A. Yes, 
there are. 

Q. What is the nature of such additional capacity serv¬ 
ice available to Baltimore from Penn Water and Safe Har¬ 
bor? [16706] A. Penn Water and Safe Harbor might 
have been able to obtain additional energy and capacity and 
to have made such additional energy and capacity avail¬ 
able to Baltimore as a result of arrangements between 
Penn Water and its northern customers, Metropolitan Edi¬ 
son, Pennsylvania Power & Light and Philadelphia Elec¬ 
tric. However, there were no such services actually being 
received by Penn Water in the hours shown on Exhibit 377. 

Q. Under what conditions would such additional capac¬ 
ity service be available from these northern customers of 
Penn Water, which Penn Water and Safe Harbor might 
have made available to Baltimore Company? A. First, 
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to the extent that these companies may have had addi¬ 
tional capacity available at the time of the system peaks 
shown on Exhibit 377, and, second, as a result of coordi¬ 
nated operations between Penn Water and Safe Harbor 
on the one hand and these northern companies on the other. 

Q. Will you please indicate what you mean by such 
coordinated operations? A. When greater amounts of 
hydro capacity can be utilized by operating the capacity 
and available energy at Holtwood and Safe Harbor on the 
combined system loads of the utilities operating in FPC 
Areas 5 and 6, Penn Water and Safe Harbor supply addi¬ 
tional interchange energy to their northern customers at 
the time of such combined system peak and receive [16707] 
interchange energy from these northern customers in the 
early forenoon hours and during the evening hours. Any 
resultant gain in the utilization of hydro capacity without 
any net use of available energy from such operations is 
available in part to Baltimore Company as a result of such 
coordinated operations. 

Q. At line 19 of page 1195 of the record, Mr. Davis 
testified that the 10,820 Kw., which he later adjusted up¬ 
wards on cross-examination, is comparable to the maximum 
annual demands of the Pennsylvania customers. Is this 
correct? A. No, it is not. It is nothing but a hybrid 
figure that has no comparability whatsoever with the maxi¬ 
mum annual demands of these Pennsylvania customers. 

Q. Beginning at page 11350 of the record, Mr. Davis 
testified that he used 40 percent of the York billing 
demands for the year 1944 in arriving at the 9,000 Kw. firm 
demand on Holtwood Company, shown in line 18 of Table 
V-A of Exhibit 64. He described this part of the Edison 
Light and Power Company as the demand which Holtwood 
was contractually responsible for. Was Penn Water alone 
responsible for 9,000 Kw. demand of Edison Light and 
Power Company in 1944? A. No. Penn Water and Safe 
Harbor acting jointly as generating companies had the 
operating responsibility for 40 percent of demand of 
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Edison Light and Power Company. That was a joint 
responsibility of both companies and not of Penn [16708] 
Water alone. 

Q. Were any of the firm demands shown on lines 16, 
17,18 and 23 of Table V-A of Exhibit 64 the sole operating 
responsibility of Penn Water? A. No. Safe Harbor 
also had an operating responsibility for such demands. 

Q. Were any of the firm deliveries shown on lines 8 
and 9 of Table V-B of Exhibit 64 the sole operating respon¬ 
sibility of Penn Water? A. No. Safe Harbor also had 
an operating responsibility for such deliveries. 

Q. At Table YI-A of Exhibit 64, Mr. Davis added as a 
revenue from Baltimore Company to Penn Water, the 
“Conowingo Backwater Payment ’ 9 of $133,750. Was this 
amount of revenue actually received from Baltimore Com¬ 
pany? A. It was not. 

Q. From whom did Penn Water receive this revenue? 
A. From the Susquehanna Electric Company, the operat¬ 
ing company of the Conowingo Hydroelectric Development. 

Q. Are these payments made under the terms of the 
contract between Penn Water and the Susquehanna Elec¬ 
tric Company, identified as Exhibit 235? A. Yes. 

Q. What is the date of this agreement? A. The 
contract was executed on February 20, 1926. 

[16709] Q. Was a certificate of public convenience and 
necessity issued in connection with this contract by the 
Public Service Commission of Pennsylvania? A. Yes, 
that Commission issued a certificate of public convenience 
after investigation in re: Application Docket 15250-1926, 
and “found and determined that the granting of said appli¬ 
cation is necessary and proper for the service, accommo¬ 
dation, convenience and safety of the public and that this 
Certificate is issued, evidencing its approval of said appli¬ 
cation as set forth in said report and order.” This cer¬ 
tificate of public convenience was dated by the Commission 
November 22,1926. 
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Q. What revenues did Penn Water receive from the 
Susquehanna Electric Company in the year 1930? A. 
$124,500. 

Q. Did this agreement between Penn Water and Sus¬ 
quehanna Electric Company specifically provide for in¬ 
creased payments in the years 1931, 1932 and 1933? A. 
It did. 

Q. What payments were provided in that agreement 
for the year 1933? A. $133,750. 

Q. And is that the amount currently being billed to 
the Susquehanna Electric Company in accord with the 

terms thereof? [16710] A. It is. 

# * # 

[16712] Q. What is the present likelihood of Government 
hydroelectric developments on the Susquehanna watershed 
or other nearby watersheds that might compete for the 
present load markets served by Penn Water? [16713] 
A. So far as I know, there are no such projects now author¬ 
ized by Congress. However, there are strong proponents, 
both within and without the Halls of Congress, for the 
development of the St. Lawrence River for power in tre¬ 
mendous quantities under Federal subsidies and in addi¬ 
tion, the Army Engineers have been, within the past six 
months, actively engaged in resurveying several potential 
power sites on the Susquehanna River in cooperation with 
the Federal Power Commission. There are in existence 
today several comprehensive reports prepared jointly by 
the Federal Power Commission and the Army Engineers 
covering hydroelectric power developments on the Susque¬ 
hanna, Potomac and Delaware Rivers which could be sub¬ 
mitted to Congress on relatively short notice should there 
be a need for major public works. It is an announced policy 
of our Government to use such public works as an aid to 
the national economy in periods of business recession. 

Q. In your opinion is the threat of Government subsi¬ 
dized competition one of the existing risks of Penn Water? 
A. Yes. I believe it is a risk and concern to Penn Water. 
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The fact that the completion date of a Government subsi¬ 
dized hydroelectric development has not been established, 
is no assurance that such competition will not be encount¬ 
ered or that the risk of such competition is not currently 
present. 

[16714] Q. Mr. Spaulding, have you recently made a deter¬ 
mination of the actual costs of Penn Water’s and Safe 
Harbor’s firm power services rendered to Baltimore Com¬ 
pany for the year 1946? A. Yes, I have. 

Mb. Spabks: I ask that this document entitled 
“Costs of Firm Power Services” be marked Exhibit 
378 for identification. 

(The document was marked Exhibit No. 378 for 
Identification.) 

By Mb. Spabks: 

Q. I show you this document identified as Exhibit 378 
and ask you if it is your determination of Penn Water’s 
and Safe Harbor’s costs for firm power services rendered 
to Baltimore Company in 1946? A. It is. 

Q. Will you please explain the distinction between the 
actual 1946 costs and the adjusted 1946 costs of firm power 
services rendered to Baltimore Company as shown in this 
Exhibit 378 ? A. The actual costs of firm power services 
rendered to Baltimore in 1946 are related to the actual 
operating expenses and to the average investment in elec¬ 
tric plant for the year 1946, while the adjusted costs of 
firm power services rendered to Baltimore Company for 
1946 reflect certain authorized [16715] increases in plant 
investment; increases in operating expenses as estimated 
for current conditions, largely the result of salary adjust¬ 
ments made in 1946 but only in small part reflected in the 
expenses of that year; and an adjustment of Safe Harbor’s 
State and Federal income taxes to eliminate the abnormal¬ 
ities of its actual 1946 income taxes resulting from the 
refunding of Safe Harbor’s bonds in that year. 
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Q. The summary of the results of this cost of service 
study is shown on the second page of this exhibit, is it 
not? A. Yes. 

Q. Did you generally follow the same methods of cost 
allocation in this exhibit as you used in connection with 
Exhibit 35? A. I did. 

Q. Did you make any segregation of the investment in 
the property of Penn Water and S. T. Co. of Md. as 
between the four general groups shown on Schedule la of 
Exhibit 378 different from that used in Exhibit 35? A. 
The only change made was with respect to the allocation 
of the present investment in Manor Substation. This 
investment w^as all classified as “ General Production 
Plant” in Exhibit 35, but upon further consideration has 
been classified with the 220 Kv. transmission lines in 
Exhibit 378 as “Special Facilities for Baltimore Com¬ 
pany. 9 9 

Q. Did you make any segregation of the investment in 
the [16716] property of Safe Harbor as between the two 
general groups shown on Schedule 2a of Exhibit 378 differ¬ 
ent from that used in Exhibit 35? A. No. 

Q. Referring to Schedule la of Exhibit 378, is the 
amount shown in Item 6, “Excess of Book Cost over 
Revised Original Cost” different from that used in connec¬ 
tion with Exhibit 35? A. Yes. It is slightly greater in 
Exhibit 378, reflecting the adjustments subsequently ad¬ 
mitted by the company. The amounts shown in Item 5 on 
Schedule la of Exhibit 378 are consistent with Mr. Eich- 
hora’s reconciliation exhibit, identified as Exhibit 320. 

Q. Have you made any other changes in your methods 
of allocations in Exhibit 378 as compared with those used 
in Exhibit 35? A. Yes, there are a few minor changes, 
relating to the allocations of working capital, general 
expenses and general taxes, but none of such changes in 
method of allocation are of material significance. 

Q. In your determination of the adjusted 1946 costs 
of firm power services rendered to Baltimore Company, 
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what additional electric plant investments have you in¬ 
cluded? A. In addition to the costs which have been 
incurred on construction work in progress, and which I 
have included [16717] in both the actual and adjusted costs 
of service, as I did in Exhibit 35,1 have here included in the 
adjusted 1946 costs of service, the estimated costs to com¬ 
plete certain plant additions which have been authorized 
by the board of directors and the management, and work on 
which is now in progress. The major item so included and 
which accounts for two-thirds of the total additional costs, 
was the 66 Kv. switching yard at Manor Substation, 
together with related additions to transmission plant, the 
estimated net increase in electric plant being approximately 
$550,000; of which $30,000 will be net increase in Safe 
Harbor’s electric plant. 

The other items of investment included were Penn 
Water’s costs of providing additional cooling equipment 
for power transformers; the enclosure and modernization 
of the Holtwood Hydro control room; the installation of 
additional ground wires for the Philadelphia Road- 
Gunpowder transmission line to increase the reliability of 
this line for Baltimore’s sole use; additional hydraulic 
concentrator equipment for river coal recovery; additions 
to the steam station boiler ash disposal system; and certain 
other items which for Penn Water amounted to a total net 
increase in electric plant of $750,000, as shown on Schedule 
lb and for Safe Harbor a net increase of $120,000, as shown 
on Schedule 2b of Exhibit 378. It should be mentioned 
that the net additions reflected in the adjusted 1946 costs 
of service do not include all of the [16718] construction 
budget items contemplated for 1947. 

Q. What was your basis for adjusting the operating 
expenses which you earlier referred to in connection with 
your adjusted 1946 costs of service in Exhibit 378? A. 
There were definite increases in wages and salaries made 
throughout the companies, effective 1946, and which were 
not fully reflected in the operating expenses for 1946. There 
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was also certain maintenance work which was scheduled for 
1946, but which due to lack of manpower and materials 
had to be deferred. Such maintenance work is of a routine 
nature such as must be planned each year and, therefore, 
an adjustment has been made to the 1946 actual operating 
expenses in such connection. However, I have not at¬ 
tempted in these adjustments to reflect my present esti¬ 
mates of further increases in operating expenses for the 
immediate future, resulting from the present trends in 
labor rates and costs of materials. 

Me. Sparks: I ask that this document headed 
“Comparison of Bills for and Costs of Firm Power 
Services’’ be identified as Exhibit 379. 

(The document was marked Exhibit No. 379 for 
Identification.) 

Bv Mr. Sparks : 

Q. Mr. Spaulding, I show you Exhibit 379. Does 
Schedule A of Exhibit 379 show your comparison of the 
costs of [16719] Penn Water’s and Safe Harbor’s firm 
power services rendered to Baltimore Company, shown in 
Exhibit 378, with the bills applicable to firm power services 
rendered to Baltimore Company for the year 1946? A. 
It does. 

Q. Will you please explain the derivation of the 
amounts shown in Schedule A of Exhibit 379 from the bills 
applicable to firm power services rendered to Baltimore 
Company for the year 1946? A. Schedule B of Exhibit 
379 is a copy of Safe Harbor Company’s actual net bill to 
Baltimore Company and Holtwood Company for the year 
1946. Item (g) of Schedule B shows the amount of this bill 
to Baltimore Company for 1946 to have been $2,033,001.59. 
This is the amount shown on Schedule A of Exhibit 379. 

Schedule C of Exhibit 379 is Penn Water’s net bill to 
Baltimore Company for the year 1946, item (i) thereof 
showing this amount to have been $1,399,331.10. 
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Schedule D of Exhibit 379 is Penn Water’s firm power 
bill to Baltimore Company for the year 1946, computed in 
the same manner as the firm power bills to Baltimore Com¬ 
pany, incorporated in Exhibit 19, except that this Schedule 
D is based on actual 1946 results rather than the earlier 
estimates for the year 1946. Penn Water’s firm power 
bill to Baltimore Company shown on Schedule D is 
$2,824,420.03. This is the [16720] amount shown on 
Schedule A of Exhibit 379. 

Q. What difference did you find between the total costs 
incurred by Penn Water and Safe Harbor in rendering firm 
power services to Baltimore Company and the amounts of 
their firm power bills to Baltimore Company in 1946 ? 
A. The sum of the combined bills applicable to firm power 
services rendered to Baltimore Company in 1946 was less 
than the combined costs for firm power services rendered 
to Baltimore Company by $266,578. 

Q. On Schedule A of Exhibit 379, there is shown as 
the “Adjusted” cost of firm power services rendered to 
Baltimore for 1946 an amount of $5,663,000. Is such 
adjusted combined costs comparable to the actual com¬ 
bined bills for firm power services shown in the first col umn 
of this exhibit? A. No, it is not. 

Q. Why not? A. Should any regulatory authority 
having jurisdiction, direct the continuance of the present 
forms of contracts between Safe Harbor, Penn Water and 
Baltimore Companies (Items E, F & G and Items H & I), 
the bills to Baltimore Company applicable to firm power 
services would increase with actual increases in operating 
expenses, taxes and increases in electric plant. The com¬ 
bined bills applicable to firm power services to Baltimore 
Company would, therefore, on an adjusted basis, be differ¬ 
ent from the billing amounts [16721] shown on Schedule A 
of Exhibit 379. However, should any regulatory authority 
having jurisdiction, direct that the charges to Baltimore 
Company by Penn Water and Safe Harbor in the future 
be directly related to the services rendered, then the 
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adjusted 1946 costs, shown on Schedule A of Exhibit 379, 
should be considered in connection with the actual 1946 

firm power services rendered to Baltimore Company. 

# * * 

[16787] Cboss Examination 

By Mb. Wahbenbbock : 

• • • 

[16796] Q. Can you point out a single hour of these I have 

referred to in Exhibit 42 in which a substantial amount of 
energy was supplied from the station service bus to the 
main bus at Safe Harbor? A. No, I cannot. 

[16797] Q. It would be necessary to find such hours in 
order to show Mr. Roland V conclusions were inaccurate, 
would it not? 

• • * 

The Witness: If he made such a conclusion, yes. 

* • * 

[16814] Q. All right. I am trying to get the effect of your 
limitation. As I understood it, you said that when the Safe 
Harbor was not supplying electric energy then its only 
contribution in the nature of a power factor cooperation 
and in the nature of a voltage regulation was through the 
supply of RKVA. A. That is correct. 

Q. I want to understand what its contribution in the 
way of power factor cooperation or voltage regulation is 
during those hours when it supplies electric energy. A. 
I am sorry I didn’t understand your question. Generally 
it is the same. There may be also a change in the supply 
of energy which results from the power factor cooperation 
and voltage control. 

Q. But that change would be a change in the supply 
of the electric energy and reflected in the logging of the 
energy? A. That is correct. 

Q. So that whether or not Safe Harbor is supplying 
[16815] electric energy, its services of voltage regulation 
and power factor cooperation consist in the supply of 
RKVA? A. Generally that is correct. 
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Q. Is the measurement of RKVA the measurement of 
the power factor cooperation which Safe Harbor supplies, 
or do you mean something else by power factor cooperation 
than the supply of kilovars? 

The Witness: May I have the question again, please? 
(Question read.) 

The Witness: The answer to the last part of your 
question is that the degree or the amount of power factor 
cooperation can be measured in terms of the amount of 
RKVA provided. 

By Me. Wahbenbbock: 

Q. And is a kilovar a measure of RKVA? A. Yes. 
Q. Do you have meters which so measure the RKVA 
supplied from Safe Harbor? Does Safe Harbor have 
meters which measure the RKVA which it supplies? A. 
They do. 

Q. Are those meters logged? A. They are. 

Q. Hourly? A. They are. 

Q. Do its contracts with Penn Water provide for a 
charge [16816] per kilovar or thousand ldlovars? A. 
No, the charges are independent of the services rendered. 

Q. There is no relationship between any payment or 
charge between those companies and the supply of RKVA? 
A. You are referring now still to Safe Harbor and Penn 
Water? 

Q. Yes. A. There is no component of the charges 

that are related to the amount of RKVA provided. 

• • # 

[16862] Q. And those services so supplied by Safe Har¬ 
bor are, as you have said, the obligation of Safe Harbor 
to supply? 

• • * 

[16863] The Witness: Any obligation of Safe Harbor to 
provide these services is part of the joint obligation of 
Penn Water and Safe Harbor to these Pennsylvania cus¬ 
tomers, to their Pennsylvania customers, together with the 
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obligation or operating responsibility which Safe Harbor 
may have to provide those services to Penn Water and 
Baltimore. 

• # • 

Q. When you speak of any obligation, is there any 
obligation to furnish such services by Safe Harbor! A. 
There is a joint obligation to furnish such services on 
behalf of Penn Water and Safe Harbor. 

[16864] Q. Does that place any obligation on Safe Harbor? 
A. I don’t know. 

Q. Can you refer to any provision in the items E, F 
and G in which there is a joint obligation for the supply of 
those services by Safe Harbor in any part? 

• • * 

The Witness: I could not find and would not expect to 
find in E, F and G any designation of joint obligation on 
behalf of Penn Water and Safe Harbor to their Pennsyl¬ 
vania customers as an operating matter. 

By Mb. Wahbenbrock : 

Q. Are you able to refer to any other contract under 
which Safe Harbor, either alone or with any other com¬ 
pany, is obligated to supply these services to which I have 
just referred? A. Yes. 

• * • 

[16865] Q. What contracts? 

• • • 

The Witness: I have in mind the power supply con¬ 

tract with the Philadelphia Electric Company for their 
Coatesville division, the power supply contract with the 
Pennsylvania Power & Light Company for their Lancas¬ 
ter Division, the power supply contract of the Pennsylvania 
Railroad. 

• • • 

[16866] Q. I think we can close this now. 
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Is there any obligation to render such service by Safe 
Harbor either to Penn Water or to Baltimore under items 
E, F and G? 

• • « 

The Witness: I think there are operating responsi¬ 
bilities for Safe Harbor to provide such services under E, 
F and G, under contract identified as items E, F and G. 

# # * 

Q. By that do you mean that there are provisions in 
items E, F and G which so provide? 

• • • 

The Witness: No, I think I stated that I considered 
that under the provisions of E, F and G there are operating 
responsibilities for Safe Harbor to provide such services 
[16867] at times. 

• # • 

[16905] Q. How do the other services affect the meter 
readings of energy flows in which Maryland energy is co¬ 
mingled? 

• • ♦ 

[16907] The Witness: The other electric services, and I 
am referring to voltage regulation, power factor coopers 
tion, materially change the amount of energy recorded on 
the meters and shown on certain columns of Exhibit 42 
from what would have been recorded on those same meters 
had such services not been rendered by Safe Harbor. 

In addition, these services rendered by Safe Harbor 
affect the other metered readings, and I refer to the KVA 
metered readings, which are part of the services being ren¬ 
dered and about which we are talking. 

* # • 

Q. Do I understand you to say that these meter read¬ 
ings which are reflected in Exhibit 42, those columns which 
are based on meter readings which you previously identi- 
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fled, that such meter readings do reflect energy flows which 
are the [16908] result of all of these other electric services 
supplied, as you say, at that time? 

* • * 

The Witness: They do. 

• • * 


[16945] WILLIAM F. UHL 

• • • 

Cboss Examination 

By Mb. Hall: 

Q. Mr. Uhl, by whom were you requested to make a 
valuation of the land and water rights of Holtwood project? 
A. By Mr. Spaulding and Mr. Gunn of the Pennsylvania 
Water and Power Company. 

Q. When did they request you to make that valuation? 
A. Some time in 1945. I wouldn’t be able to say exactly. 

Q. Over what period of time were you engaged in 
making this study and determination? A. Well, I 
studied the matter off and on as time became available to 
me. Just how long, I really couldn’t tell you. That is 
a matter of three or four months, perhaps six months. 

Q. During 1946? [16946] A. Yes, the latter part 

of 1945 and the early part of 1946. 

Q. What material furnished by the representatives of 
Penn Water did you review in connection with your fair 
value determination? A. Principally the historical data 
which is contained in one of the exhibits which I think is 
in the record here. I don’t recall the number of it. 

Q. Do you mean Exhibits 26 and 27? A. I would 
have to see them to be sure. 

Mb. King: Excuse me, Mr. Hall, you said fair 
value determination. I think that was inadvertent, but 
I don’t think that is the witness’ statement. 
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Me. Hall : Do you mean to say fair market value 

determination would be more accurate? 

Mb. King : Yes. 

By Mb. Hall: 

Q. If I substituted that term, I assume your answer 
would be the same? A. I assumed you meant fair mar¬ 
ket value, yes. 

Q. When I referred to Exhibit 26,1 referred to a doc¬ 
ument which is in evidence and is entitled “History of the 
Holtwood Development to the Beginning of Commercial 
Operation, October 1,1911. ,, Is that one of the documents 
to which you referred? [16947] A. Yes, that is one of 
the documents which was furnished to me. 

i • • 

[16948] Q. Did you not also review data furnished by Penn 
Water, and which was referred to by Mr. Goldberg in his 
preliminary questions a few days ago, which data con¬ 
sisted of power market surveys and the document which 
he referred to was made up of 68 separate documents? 
A. I thought that was the one we were just looking at. 

Q. The one you were referring to a minute ago, Mr. 
Uhl, was Exhibit No. 27. The document that Mr. Goldberg 
referred you to a few days ago, in the preliminary exami¬ 
nation, was the one which I now place before you. [16949] 
A. This is the one that I had. I never had this one. 

Q. You never had Exhibit 27? A. They look so 
much alike that I thought it was the same one. 

Q. You never had Exhibit 27; is that right? A. No, 
sir, I don’t recall ever having that. I never saw it. I 
thought that was the same one. I am sorry. 

Q. Did you study any material in connection with mak¬ 
ing your determination, not furnished by Penn Water? 
A. No, sir. I did recall my own experience in connection 
with Penn Water in the early days. 

Q. In other words, if you considered additional mate¬ 
rial, it was limited to your own experience? A. The 
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knowledge of the situation back in the beginning of 1905 
and 1906 with which I was familiar. 

Q. What situation are you referring to? A. The 
water power situation there at McCall’s Ferry. 

Q. Is it not a fact that you considered information re¬ 
lating to water power in the New England States? A. 
Everywhere that I had knowledge of. I considered all the 
knowledge that I had of water power, everywhere, sir. 

Q. Did the documents which you reviewed for the pur¬ 
poses of your study cover the whole history of the project 
[16950] from approximately 1900 to the date of your deter¬ 
mination? 

Mb. King: You mean of the Holtwood project? 

Me. Hall: Yes. 

A. From what date did you say? 

By Mr. Hall: 

Q. From approximately 1900 to the date of your deter¬ 
mination? A. Yes; some of the history went further 
back than that, even, during the nineties. 

Q. Did you ever visit the Holtwood project for the pur¬ 
pose of determining the fair market value of the lands 
and water rights? A. Well, that was incidental to my 
visits. I visited the property a number of times, and I 
visited the property back in 1905 and 1906, but that wasn’t 
the only thing that I had in mind. There are other things 
I had in mind as far as that goes. I think I visited the prop¬ 
erty again in 1910 and 1911, around there. 

Q. When you—if you did—visited the project in con¬ 
nection with this case, did you do anything which had a 
connection with the determination of the fair market value 
of the lands and water rights? A. No. 

Trial Examiner: WTiat was the purpose of your 

visits in 1905 and 1906 and 1910? 

[16951] The Witness: I was at that time employed by 
the Allis Chalmers Manufacturing Company, and I tried 
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to sell them the hydraulic and electrical equipment for the 
project. 

By Me. Hall : 

Q. But in 1905 and 1906 you did nothing in connection 
with placing a fair market value on the lands and water 
rights which would be required for the Holtwood project? 
A. No, sir. 

Q. How about 1910 and 1911? A. No. 

Q. Were you, at the outset of your fair market value 
study, aware of the purpose for which you were to make 
your fair market value determination? A. No, I don’t 
think I recall that I was. 

Q. When did you first become aware of the purpose for 
which you were to make your determination? A. Well, 
the purpose for which I made my examination was to deter¬ 
mine the market value of the water rights. 

Q. And in what connection was that determination to 
be made? A. I didn’t know in the beg innin g in what 
connection it was made for. Just in connection with this 
rate case. 

• • • 

[16952] Q. Well, what phase of this rate case do you have 
reference to? A. The value of it, the value of the prop¬ 
erty. 

Q. How about the cash value of the securities involved 
in this case? A. No, I didn’t hear anything about that 
in the beginning. I heard about that later. 

Q. But you were aware of the fact that this determina¬ 
tion was being made in connection with this particular hear¬ 
ing? A. This rate case, yes, sir. 

Q. When did you become aware that your valuation 
was to be related to the cash value of the securities issued 
by McCall Ferry? A. Well, I overheard conversations 
from time to time. 

Q. When? A. I can’t tell you that. 

Q. What do you mean you overheard? Do you mean 
by that that you were in any conference at which that sub- 
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ject was discussed? A. I was in a good many confer¬ 
ences, yes, sir, in which that was discussed. I don’t mean 
many conferences where that particular thing was dis¬ 
cussed, but I was present at a good many conferences. 

Q. Both before and after your study? [16953] A. 
No, I don’t think that—I wasn’t interested in what it was 
for, Mr. Hall. I took a purely professional attitude towards 
it. I was asked to determine the market value. What they 
wanted to use it for, I really was not interested in. 

Q. Well, you knew what it was, but you weren’t inter¬ 
ested in it? A. Well, I later found out why it was. As 
far as I knew, it was just to determine the value of this 
property. 

Q. When did you reach your conclusion as to the fair 
market value of the property? A. Early in 1946. 

Q. How early in 1946? A. That, I couldn’t say. 
Some time before writing this memorandum, which I think 
is one of the exhibits in this case, the date of which is March 
18, 1946. 

Mb. King : It is not an exhibit, Mr. Uhl, but it has 

been furnished to Mr. Goldberg. 

A. It was furnished with my working papers; that is 
right. 

By Mb. Hall: 

Q. For the purpose of your determination, did you con¬ 
sider that the value of Holtwood site was represented by its 
value for the best available use to which it could be put? 
[16954] A. No, I was only interested in its market value 
as water rights. Whether another— 

Q. Water rights for what purpose? A. For power 
purpose. Whether another use could have been made of it, 
I wasn’t interested in it. 

Q. Did you, for the purpose of your determination, 
consider that the power development was the most valuable 
use to which the lands forming the Holtwood site could be 
put? A. Usually a combination of parcels of land, in a 
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situation of that kind, is found to have its most valuable 
use for that purpose. 

Q. Wasn’t that the situation here? A. Yes, as far 
as I was concerned, that was the value I was trying to 
determine; for that use. Now, whether or not some other 
use could have been made of it, I wasn’t interested in it. 

Q. What made the land and water rights more valuable 
for water power development than for any other purpose? 

Mb. King: I object to that question. The witness 
hasn’t testified to that, Mr. Examiner. 

Mb. Hall : He said that was the situation here, Mr. 
Examiner. 

Tbial Examinee: Well, I don’t think it is neces¬ 
sary to go back to check the record too carefully. I 
think the [16955] witness has implied that. The objec¬ 
tion is overruled. 

• # * 

A. I didn’t say it was, and I don’t know that it was. 
I said usually combinations of parcels of land of that kind 
find their most valuable use in that, but whether that was 
the most valuable use, I don’t know, and I wasn’t inter¬ 
ested in it because all I was interested in was the market 
value for that particular use. 

By Mb. Hall: 

Q. But did you have any reason to believe that that 
was not the situation in so far as the Holtwood site was 
concerned? A. I made no investigation of it, and I have 
already said that usually a combination of parcels of land 
in a situation of that kind find their most valuable use for 
that purpose, but I did not investigate to see whether there 
was a more valuable use of it, whether a more valuable use 
could be made of it. 

Q. Do you have any reason to believe that what you 
just stated is not the situation with reference to the Holt- 
wood site? A. Pardon me, Mr. Hall, I don’t quite 
understand your question. 
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Q. Well, you have testified that the value for water 
[16956] power purposes is $3,300,000. Does that land have 
a greater value for any other purpose? A. You mean 
did it have, in March, 1905? I don’t know. 

Q. Is it reasonable to assume that it did have a greater 
value for any other purpose? A. I don’t know. I made 
no investigation, so I am not in a position to answer that 
question. 

Q. Mr. Uhl, in the third complete paragraph on page 
3 of your report, which you referred to a few minutes ago, 
did you not state “These lands, unconsolidated, could not 
be put to use for power development, and this is a more 
valuable use than any to which they could otherwise have 
been put.” A. That is right. I did say that in my work¬ 
ing papers. 

Q. And you still believe what you said in your report, 
do you not? A. As far as my investigations went, yes, 
but only so far. Whether there was “gold in them there 
hills” or not, I didn’t look into it—oil or coal or any other 
thing—Mr. Hall. 

Q. Mr. Uhl, just exactly what was the character of 
the lands which you valued? Were they farm lands or 
what? A. Partly. Partly farm lands, partly hillsides, 
[16957] partly river bottom—all the lands necessary to 
flow the water to an elevation of 155. 

Q. Was the farm land under cultivation in 1905? 
A. In part. I will have to admit that I didn’t investigate 
it in 1905 to see whether it was or not. 

Q. Well, do you know whether or not the farm lands 
were cultivated? A. No, I don’t. 

Q. Is your valuation limited to the lands which Hutch¬ 
inson transferred or caused to be transferred to McCall 
Ferry for a consideration of $750,000 and certain secur¬ 
ities? A. The land I valued was only the land necessary 
to make a water power development at that site to eleva¬ 
tion 155, with a dam with crest elevation 155. 
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[16958] Q. Mr. Uhl, do you know whether your valuation 
covers property in addition to that which Hutchinson trans¬ 
ferred or caused to be transferred to McCall Ferry for a 
consideration of $750,000 and certain securities? A. My 
valuation covers only the lands and rights necessary to 
make a development as it was contemplated on March 1, 
1905, that is, with a dam cresting elevation 155. 

Trial Examiner : And in connection with that limi¬ 
tation of the area which you valued, you made no check 
to determine whether it corresponded with any trans¬ 
fers made to McCall Ferry by Hutchinson? 

£16959] The Witness: That is right; you are right. I did 
not. 

By Mb. Hall: 

Q. That was March, 1905? A. That is correct. I 
did not make any check to see whether more or less land 
was involved. 

Q. In other words, I take it you were not concerned 
from whom the land was obtained but what land was re¬ 
quired for the total development; is that right? A. That 
is correct. 

Q. Mr. Uhl, could the parcels of land forming the Holt- 
wood site, in an unconsolidated state, be put to use for 
power development? A. No, sir. 

Q. Am I correct in stating that you have testified that 
the Holtwood site was made possible by the consolidation, 
in one ownership, of what were originally individual par¬ 
cels, separately owned, and on none of those parcels was 
there a complete feasible individual power site? A. 
That is right. 

Q. On what date was the consolidation of individual 
parcels complete? A. That, I cannot tell you. I as¬ 
sumed that it was all assembled on March 1, 1905. 

Q. If we assume that they had not all been assembled 
on that date, what effect would it have on your $3,300,000 
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[16960] determination? A. That I couldn’t say unless 
you were to tell me how much was lacking. 

Q. Well, you don’t know that; is that right? A. Oh, 
no, I assumed that it was all assembled, all that was neces¬ 
sary for making the development, as of that date. 

Q. Using your approach, does this consolidation cre¬ 
ate added value for those lands? A. Added to what? 

Q. Over and above the bare cost of the individual 
parcels. A. It may and it may not. 

Q. You made no determination of that fact? A. No, 
I didn’t. 

Q. You were not concerned with what they actually 
paid for them? A. No, sir, not at all. 

Mb. King: What who actually paid for it? 

Mr. Hall: He answered the question, Mr. King. 

I think the witness understood it. 

Mb. King: Well, I would like to find out. 

Trial Examiner: You may read the question and 

answer, Mr. Reporter. 

(Question and answer read.) 

[16961] Mb. King: I want to know who you mean by 

“they”. 

Mb. Hall: Anybody. 

Mr. King: That clarifies it. 

By Mb. Hall: 

Q. That is what I had in mind. A. I understand: 
anybody is what I had in mind. 

Q. Including McCall Ferry. A. Anybody who might 
be interested in buying it. 

Q. Using your approach, Mr. Uhl, you assumed that 
collectively the individual parcels had a greater value than 
those parcels would have had individually? A. That is 
usually true, but I made no study to determine if that was 
so in this particular case. 
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Q. Well, you said that, under single control, they made 
power development feasible? A. That is right. 

Q. Doesn’t that mean that, according to your approach, 
they had a greater value collectively than the tracts would 
have had individually for power purposes? A. For 
power purposes, they had no value except as an assembled 
body of individual parcels. 

Q. Isn’t it also true that the value for water power 
purposes resulting from consolidation cost the purchaser 
of the individual tracts nothing? 

Mr. King: What do you mean by * ‘purchaser of 
the [16962] individual tracts”, Mr. Hall? 

Mr. Hall: Anyone who would be willing to pur¬ 
chase the land. 

Mr. King: Are you talking about McCall Ferry 
power land now? 

Mr. H a ll : I am talking about the person who 
would effect the consolidation. 

The Witness : It cost them a great deal, I would say. 
By Mr. Hall: 

Q. What did it cost over and above the bare consider¬ 
ation of the individual purchases? A. To begin with, 
I assume the gentleman thought his time was worth some¬ 
thing and the risks he was taking in connection with assem¬ 
bling the land. Then, there are such things as the cost of 
surveys, title searches, options, legal and court expense, 
in clearing titles, cost of deeds and recording deeds, cost 
of plans and estimates, cost of surveys of available market, 
and the negotiations to secure contracts for power, to 
eliminate competition, and especially taxes and carrying 
charges from the date when the first money is expended 
on the project until the date of sale of a complete and feasi¬ 
ble power site. But on top of all that, the kind of people 
who do that sort of thing usually consider their own time 
very valuable, and they should, by right, do so. 
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[16963] Q. Now, Mr. Uhl, is there reflected in your $3,300,- 
000 valuation the elements of cost which you just men¬ 
tioned? A. Yes, sir. 

Trial Examiner : Will you read that list of costs, 

Mr. Reporter? 

(Record read by the reporter.) 

By Mr. Hall: 

Q. Now, Mr. Uhl, how much of the $3,300,000 repre¬ 
sents risks of assembling the land? A. I don’t know. 
I have made no attempt to segregate the various things. 

Q. Were all the risks that you have in mind incurred 
prior to March 1, 1905? A. Yes. 

Q. What were those risks that you have in mind? 
A. The risks that I have in mind particularly are that in 
buying a number of parcels of land with the idea of com¬ 
bining a certain area, you may find that after buying cer¬ 
tain ones, you cannot get the rest of them. 

Q. Is that involved here? A. Of course, it is 
involved here, unless you had the right of eminent domain 
to condemn the rest of the parcels. You wouldn’t be sure 
whether you could get them all or not, and perhaps you 
might be able to get them at an exorbitant cost. Those are 
the principal risks, as I see [16964] them, in connection 
with assembling a series of parcels of land for that pur¬ 
pose. 

Q. Were those risks that you have referred to involved 
in this case, as of March 1, 1905? A. Well, they had 
previously been. 

Q. In connection with what • purchases ? A. The 
various parcels of land. 

Q. Which ones? A. Any parcels of land. It is 
always true. 

Q. What parcels of land did they have? A. Oh, I 
didn’t investigate how many parcels there were. It is just 
the general condition that I am talking about. 
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Q. And I take it you made no detailed investigation to 
ascertain whether or not these difficulties were actually 
experienced? A. Well, they must have been if a per¬ 
son— 

Q. That is merely speculation on your part, is it not? 
A. Oh, of course, it is the common occurrence, that is all, 
and to that extent it is speculation. I didn’t investigate this 
particular case. 

Q. Now, do I understand that you cannot give us the 
amount, included in the $3,300,000 valuation, as cost of 
surveys? [16965] A. No, sir. I cannot give you any¬ 
thing except the market value of the whole assembled prop¬ 
erty. And I wasn’t interested in the cost of those various 
things. 

Q. Now, if I understand what you are saying, it is you 
cannot give us a breakdown for any of the items mentioned 
previously? A. That is correct. 

Q. Have you assumed, for the purposes of your valua¬ 
tion, Mr. Uhl, that all of the elements to which you referred, 
such as cost of surveys, title searches, options, and so forth, 
existed in this case as of March 1,1905? 

Me. King: As of March 1, 1905? 

Me. Hall: Yes. 

A. No, sir. I assumed that the property was all 
assembled at that time. 

By Me. Hall : 

Q. Well, had any legal or court expenses been involved 
as of that date? A. I don’t know, and I didn’t care, for 
the purpose of my valuation. 

Q. What contract negotiations had been carried on 
prior to March 1, 1905? 

Me. King: By whom? Anybody? 

Me. Hall: For purchase of power in connection 

with the water power development at Holtwood. 

Me. King: By anybody? 

[16966] Me. Hall: Yes. 
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A. I can’t tell yon the details, but the history shows 
that various people negotiated for the sale of power, and 
various people were interested in it. 

By Mb. Hall: 

Q. Can you identify those people? A. No, I don’t 
see why I should, for the purpose that I had in mind. 

Q. What companies or purchasers were involved in 
the negotiations for the purchase of power? A. I 
imagine everybody in the countryside was interested. 

Q. You say you imagine they were? A. Yes. 

Teial Examinee: Why did you refer to these 
various categories of costs in your answer some time 
previously? 

The Witness: Just simply to show, in answer to his 
question, whether there are any other costs besides the bare 
cost of land involved. 

Teial Examinee: Well, apparently you had them 
listed in your notes and working papers. 

The Witness: Yes. 

Teial Examinee: Why do they appear in your 
notes and working papers if, as I understand it, you 
were not interested in whether they actually existed? 

[16967] The Witness: Because I have to talk with other 
people, I have to put these things clear in my own mind 
and I write a memorandum to myself. I don’t think there 
is any particular—I say a lot of things which have no par¬ 
ticular bearing, except to remind myself when I talk to 
others about it. 

Teial Examinee : How did you use them in arriv¬ 
ing at your $3,300,000, if at all? 

The Witness: Only to this extent: that I knew from 
experience that they are always to be met with in the com¬ 
bining of a number of parcels of land, a great number of 
parcels of land, and that there are a good many costs in- 
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volved besides the bare land cost, and we know that that 
adds to the value. 

Trial Examiner: If you know that, why did you 
note it? There is an implication that— 

The Witness: Well, I have sometimes to educate 
counsel, you know, and other people in connection with 
these matters. 

Trial Examiner : What did you do with those notes 
as to the other categories of costs, beyond the bare cost 
of land? 

The Witness: Well, they are in this memorandum 
which I consider part of my working papers. 

Trial Examiner: What is the nature of that 
memorandum? 

[16968] The Witness: Simply a relation of facts and 
things that have to do with the valuation of water rights. 

Trial Examiner: What is the title of it? 

The Witness: The title is “Estimate of Fair Market 
Value as of March 1,1905, of the Lands and Water Rights 
Acquired to Carry Out the Holtwood Hydroelectric Devel¬ 
opment of the McCall Ferry Power Company, and now 
owned by the Pennsylvania Water and Power Company.” 

Trial Examiner: Do you have a heading under 
which these categories of costs, other than bare land 
costs, appear? 

The Witness: No, sir, it is just simply a statement, 
a paragraph saying, “In addition to the bare cost of land, 
which is used and useful—” then I mention these. 

Trial Examiner: How do you mention them? Let 
me have your language. 

The Witness: “Used and useful in the development of 
water power, other factors are involved.” Then I go on 
to say “Cost of surveys, title searches, options,” and these 
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other things that I mentioned previously in the record. It 
is just a fact, that is all Just simply a statement of fact, 
that is all that was involved. 

Trial Examiner: Is that memorandum applied in 
any detail as to the contents of that passage, to the 
Holtwood development? 

[16969] The Witness: No, sir, not at all. There are no 
calculations in this. It is simply factual data. 

Trial Examiner : What I am trying to discover is 
whether that is a general statement, applicable to any 
project, or whether that statement came as a result 
of a conference that you had with the officers of the 
Respondent, in which you determined that that gener¬ 
ality applied in this case. 

The Witness: It is a general statement. It is true in 
connection with all similar situations. 

Trial Examiner: Did you ascertain as to whether 
it applied specifically to Holtwood? 

The Witness: No, but I don’t see how it could be 
otherwise. How can anyone assemble parcels of land with¬ 
out surveys, and so forth? I have done it myself, as far as 
that is concerned. I have done the same thing, I have 
assembled parcels of land myself, and from my own per¬ 
sonal experience, I know it is necessary to do all these 
things. I have done it personally. 

Mr. King : Does your Honor understand that the 
document to which Mr. Uhl is referring has been fur¬ 
nished to Mr. Goldberg and Mr. Hall as the working 
papers? 

Trial Examiner : No, I do not. 

Mr. King: It has. 

Trial Examiner: Just a minute. You did have' 
some general knowledge of the assembly of these par¬ 
cels? 
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[16970] Mr. Hall: He stated that he didn’t, Mr. Examiner. 

Mr. Sparks: What was Mr. Hall’s statement? 

Trial Examiner: Did yon? 

The Witness: No, I said repeatedly that I assumed, 
on the date of my valuation, which was March 1, 1905, all 
these things had been done, and this was a property all 
assembled. How it was assembled, I wasn’t interested. 

Trial Examiner: Suppose it wasn’t done; suppose 
this was the one exception? How did you know it was? 

The Witness : I just assumed. My valuation is based 
on the assumption that this was done, that the property 
was available and could be used for water power purposes. 
I assumed that. If my assumption is correct, my valuation 
must be correct. 

Mr. King: Your Honor understands that all the 
facts which the witness stated he assumed, it is Re¬ 
spondent’s position, are in the record. 

Trial Examiner: I understand that. I am trying 
to get at his processes in connection with these other 
categories of cost. 

The Witness : I simply make the statement in my work¬ 
ing papers that these are the other costs besides the cost of 
land and naturally those costs, added to the cost of land 
itself, are a greater amount than the bare cost of land. 
That is all I am saying. And these things, the time they 
take [16971] and the risk they take, are what adds value. 
Otherwise, why would they do it? Why would assemblies 
of parcels like that be purchased and sold, as they are? 

By Mr. Hall : 

Q. Mr. Uhl, isn’t this a fact: the report which you 
have been discussing and which the Examiner has asked 
you about is the report which you prepared as a result of 
your study and submitted to the company to show the 
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elements that you considered in arriving at your determina¬ 
tion? A. No, sir, it is a report— 

Q. Well, now, you give me your description of it. 

Mb. King : Let him answer, Mr. Hall. 

Mb. Hall: He said “No, sir.” 

Mb. King: He didn’t finish. 

A. I said no, sir, it is a memorandum that I wrote to 
myself. 

By Mb. Hall : 

Q. Didn’t you submit it to the company? A. I did 
afterwards. I gave them copies, but the purpose of it was 
to clarify the situation in my own mind, not in anybody 
else’s mind. 

Q. And in your own mind you were stating in that 
report elements to be considered and which you did con¬ 
sider? A. No, I didn’t consider them. I considered 
they had [16972] been done, but in arriving at my valua¬ 
tion, as of March 1,1905,1 assumed that there was a com¬ 
bination of property in sufficient amount, no matter what 
it had cost, or how it had been acquired, to make a water 
power development at that site, with a dam at crest ele¬ 
vation 155. I tried to get at the market value, that a 
willing purchaser and a willing seller might arrive at, as 
to the value of it. Somebody would be interested to pay 
that much money for that assembled property. Somebody 
might be willing to sell it for that amount of money. Not 
necessarily even for development, immediate development, 
it might be somebody who bought it for speculation, which 
is often done. Complete properties. I have taken part my¬ 
self in negotiations of that kind. 

Trial Examinee: How did you arrive at your fig¬ 
ure of $3,300,000? 

The Witness: By comparing it with actual sales and 
purchases of other water power rights. 
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Mb. Hall : Would you give us that arithmetic that 
you used in arriving at that figure? 

The Witness: No arithmetic except the multiplication 
of a certain number of horsepower by a certain figure. I 
multiplied 165,000 horsepower by $20 a horsepower, and 
got $3,300,000. 

By Mr. Hall : 

[16973] Q. 165,000 horsepower times what? A. $20 per 
horsepower. 

Q. How did you arrive at that $20? A. I arrived 
at that by comparing this property with actual sales and 
purchases of other water power properties. 

Q. What actual sales and purchases are you referring 
to ? A. Those sales mentioned in my direct examination. 

Mb. King: And they appear, Mr. Uhl, do they not, 
beginning on transcript 15447 ? 

The Witness : Yes, 15447, line 23. 

By Mb. Hall : 

Q. When did the actual sales involved in the Clark’s 
Rip on the Androscoggin River take place? A. The first 
sale of that property was made in 1909. It was again sold 
in 1924. 

Q. What was the price involved in the Clark’s Rip 
on the Androscoggin River? A. $325,000. 

Q. And that was in 1909? A. 1909. 

Q. What kind of land was involved? A. Pardon 

me? 

Q. What kind of land was involved? A. River bot¬ 
tom and marginal lands. 

[16974] Q. How much was river bottom? A. I couldn’t 
tell you that. 

Q. Do you know how much was marginal land? A. 
I couldn’t tell you that. 

Q. How much river bottom was involved in the land 
in the Holtwood project? A. I couldn’t tell you that. 
Q. Is there any involved? A. Yes, of course. 
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Q. That was transferred or held at March 1, 1905 T 
A. Yes. 

Q. What parcels? A. I don’t know. 

Q. How do you know that there were any involved? 
A. River bottom? 

Q. Yes. A. There had to be. I don’t see that it was 
bought or sold as river bottom, but the area was involved. 

Q. Do you mean it had to be involved in the land which 
was held in 1905 or which you considered? A. Which 
I considered that they had a right to use. 

Q. Was there any consideration involved in the use of 
the river bottom lands? A. I don’t think I understand 
your question, Mr. Hall. 

Q. Was there any cost incurred in connection with 
[16975] the river bottom lands that you have in mind? 
A. I don’t know. 

Trial Examiner: What was the price of $325,000 
based upon, and who were the parties involved in the 
sale? 

The Witness : The parties involved, Mr. Examiner, the 
seller was the International Paper Company, and the pur¬ 
chaser was the Union Water Power Company of Lewiston, 
Maine. 

Trial Examiner : What was the corporate relation¬ 
ship between those two, if any? 

The Witness: There was none whatsoever. 

Trial Examiner : What was the basis of the deter¬ 
mination of the $325,000, do you know? 

The Witness: Yes. I arrived at that myself in connec¬ 
tion with the purchaser. The basis of that is that the pos¬ 
sible development of 17,000 horsepower would be made at 
that river at that time, everything taken into consideration, 
storage, pondage, and possible use, which amounted to $19 
per horsepower. 
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Trial Examiner: I am not sure that this isn’t 
going too far, but how did you arrive at your $19 per 
horsepower? 

The Witness: By reference to other purchases and 
sales. 

Trial Examiner: Contemporaneous? 

The Witness: Yes, contemporaneous and past—quite 
a few of these water power rights are sold from time to 
time, [16976] and that is the yardstick on the basis of which 
they are purchased and sold. 

Trial Examiner: When you say you assisted the 
purchaser in that sale, what do you mean? 

The Witness: I mean that he engaged me to go up 
there and look over the property and talk it over with him 
and consider why he might want to buy it, because he 
happened to have some money that he would like to put 
into that property which is a water power four miles above 
where he already owned one, one of the oldest water powers 
in New England, owned by the Union Water Power Com¬ 
pany in Lewiston, Maine. It is a canalized project, one of 
the earliest canalized water power developments, and they 
felt that the market for power was growing, and they 
should put themselves in the position to own some addi¬ 
tional rights which they might develop if they desired to. 
Actually, they did not develop it, and in 1924 they sold it, 
and sold it at a very substantial profit, and at that time 
again I was engaged to determine— 

Trial Examiner : Well, before we get to 1924, did 
you make the determination of the $325,000 as a valua¬ 
tion? 

The Witness: No, that isn’t exactly what I did. In all 
these cases they are mostly, you might say, horse-trading 
propositions. You determine about the maximum that you 
would pay for the property, and then, by trading [16977] 
back and forth, you buy it for as much less as you can. That 
is really what it amounts to. 
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Trial Examiner: "What valuation did you put on 
it, for the purchaser? 

The Witness: I don’t recall now, but more than that. 
I didn’t make any memorandum of the actual valuation. 

Trial Examiner: You mean $325,000 was the ac¬ 
tual purchase price? 

The Witness: That was the actual purchase price 
which was finally arrived at by trading. The International 
Paper Company owned a great many water power prop¬ 
erties on that river, some of them developed for paper 
mill purposes. At that time they decided they were not 
going to build any more paper mills on the river and they 
would just as soon get rid of the property. The other fellow 
thought he would like to own the property, because he 
thought he might be willing to use it. It was a trade which 
was certainly made between people who knew what they 
wanted to do, and knew about that kind of property. That 
is, they were well informed about the property. 

Trial Examiner: Was that property owned di¬ 
rectly by the International Paper Company or a sub¬ 
sidiary? 

The Witness: No, sir, directly by the International 
Paper Company. 

By Mr. Hall: 

[16978] Q. Mr. Uhl, I believe you have stated that, for the 
purposes of your determination, you assumed that all the 
land required for the project, as contemplated as of March 
1,1905, were under single control? A. Yes, sir. 

Q. Now, is it a fact that all the lands and rights re¬ 
quired for the project were under single control as of 
March 1, 1905? A. I do not know. 

Q. Well, isn’t it a fact that additional parcels of land, 
other than that under the control of Hutchinson, McCall 
Ferry, as of March 1, 1905, were employed for the Holt- 
wood project? A. To the best of my knowledge and be- 
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lief, they actually owned enough to raise the dam later to 
165, and did build a dam to elevation 165, Crest Elevation 
165. 

Q. You are saying that to the best of your knowledge 
and belief, as of March 1, 1905, McCall Ferry had under 
single control all the land actually acquired for the ultimate 
development of a project with an output of 165,000 horse¬ 
power? A. Yes, and other lands besides, to the best of 
my knowledge and belief, which were later released. 

Q. Now, if that were not the case, your valuation 
[16979] would be affected, would it not? A. If they did 
not have sufficient, you mean, to make a development to 
Elevation 155? Yes, sir. 

Q. Under single control. A. Yes, sir. 

Q. It would affect your determination? A. Yes, in¬ 
deed. 

Q. Do you know when the properties which had not 
been acquired as of March 1, 1905, were actually acquired? 

• • # 

A. I didn’t know there were any properties that had not 
been acquired as of March 1, 1905. 

By Mr. Hall: 

Q. Then, I take it from what you have said, that you 
do not know whether your determination of $3,300,000 in¬ 
cludes lands acquired after March 1, 1905? A. I have 
no knowledge. 

Q. For the purpose of your study, were you furnished 
data showing the actual consideration paid for land and 
water rights involved in the project, or for any portion 
thereof? A. No, sir. 

Q. Do you know the actual consideration paid for each 
[16980] tract of land that was acquired for the project? 

Mb. King: By whom, Mr. Hall? By anybody? 

Mb. Hall : By anybody, or in particular by McCall 

Ferry. 
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A. I have no knowledge of that. 

By Mb. Hall: 

Q. Mr. Uhl, did yon investigate the prices at which 
Susquehanna Biver properties were being sold in the early 
part of 1905? A. Do you mean complete properties or 
parcels of land? 

Q. Well, did you make an investigation for a complete 
project? A. Yes. 

Q. At the actual cash price at which they were sold? 
A. No. Oh, no, I thought you said whether there were any 
others. 

Q. Well, were there? A. No, sir, as far as I could 
determine, there were not. 

Trial Examiner: No other what? 

The Witness : Any other complete water power prop¬ 
erties. 

Mr. King: You mean on the Susquehanna Biver? 

The Witness: On the Susquehanna Biver. The lower 
Susquehanna Biver. 

[16981] By Mr. Hall: 

Q. Were there any individual parcels of land sold prior 
to March 1, 1905, leading to the development of a water 
power site? A. Yes, the record shows a great many 
transactions had taken place. 

Q. What was the actual consideration? A. I didn’t 
look into that. 

Q. Were you furnished with a tabulation showing the 
lands and water rights involved in the Holtwood project? 

Mb. King: As of what time, Mr. Hall? Any time? 

Mr. Hall : As of March 1, 1905, or any time. 

A. The best of my recollection is that I did see some 
tabulations. Whether it was for all the parcels or— 

By Mr. Hall: 

Q. How many acres were involved in that project? 
A. I don’t know. 
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Q. Did you ever know? A. In the*Holtwood devel¬ 
opment? 

Q. Yes. A. Yes, I think I do know. 

Q. You can tell us how many acres of land was in¬ 
volved in the project itself? A. Yes. 

Q. How many? [16982] A- I don’t know whether 
I can for Elevation 155. I can for Elevation 165. 

Q. As I understand it, your valuations related to Ele¬ 
vation 165? A. No, sir, it is based on Elevation 155. 

Q. But you do not know the acreage involved in the 
development of project at Elevation 155? A. No. 

Q. Did you ever have that information? A. I may 
have had. I don’t recall. 

Trial Examiner: Did you use it in any way in 

connection with your $3,300,000 figure? 

The Witness : No, sir, I did not. 

By Mr. Hall: 

Q. Using your approach to a fair market value deter¬ 
mination, Mr. Uhl, would the number of acres required 
affect your fair market value determination? A. Only 
very indirectly. 

Q. Incidentally? A. Very incidentally. The only 
effect it would have would be to give me information with 
regard to the pondage involved. 

Q. Is your determination of fair market value affected 
in any way by the nature of the interest held, that is, 
whether the land was owned in fee or whether only a flow- 
age [16983] right was had? A. Well, if the flowage 
rights were perpetual, it wouldn’t make any difference. 

Q. Did you determine the facts in that respect? A. 
No, sir. 

Q. Does it cost as much to acquire a limited flowage 
and right over land as it does to acquire the fee? A. 
That I couldn’t tell you. That might be different for every 
case. I couldn’t tell you that. 
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Q. From your last answer, I take it that you do not 
know whether you would place the same market value 
on a limited flowage right over a tract of land as on the 
actual fee or title to the tract? A. Well, I would have 
to know what you mean by 4 ‘limited flowage rights,’’ Mr. 
HaH. 

Q. I am talking about a flowage right as distinguished 
from fee type. 

Mb. King: What do you mean: an easement? 

Mb. Hall: Just exactly what I said. 

Mb. King: WeU, the witness said he didn’t know 
what you meant by “limited flowage rights.” 

Mb. Hall : Less than a fee title. 

Mb. King: Would that cover a permanent ease¬ 
ment? Would you consider that a fee title? 

Tbial Examines: The witness may consider aU 
those [16984] matters. He is capable of doing so. 

A. I have already said that if the easements were per¬ 
petual, it wouldn’t make any difference. 

By Mb. Hall: 

Q. Mr. Uhl, does your estimate of fair market value 
of lands and water rights required for the project include 
the lands required for the relocation of the Columbia and 
Port Deposit Railroad tracks? A. No, sir. 

Q. Do you know from whom the lands used for that 
purpose were acquired? A. Yes, I know that a contract 
was made with the railroad to— 

Q. That wasn’t my question. Do you know from whom 
the lands used in connection with the railroad were ac¬ 
quired? A. No, sir. 

Mb. King: You mean from whom the railroad ac¬ 
quired the land? 

Mb. Hall: The witness understood, I think, Mr. 
King. 
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Mr. King: I don’t think it is clear in the record, 
Mr. Examiner. 

Trial Examiner : What did yon understand by the 
question, Mr. Witness? 

The Witness: Well, I didn’t quite understand it, 
[16985] because, to the best of my knowledge and belief, the 
railroad owned the land, and had owned the land. But if 
there was any additional land required to raise the rail¬ 
road, I didn’t take that into consideration. 

By Mr. Hall: 

Q. Did your valuation for land include the land re¬ 
quired for the Holtwood Village? A. No, sir. 

Q. Do you know from whom and when that land was 
purchased? A. No, sir. 

Q. Mr. Uhl, did you, during the course of your study, 
locate any records indicating the total investment of the 
project, including land and transmission lines, as of Sep¬ 
tember 30,1911? 

Mr. King: By Penn Water, you mean? 

Mr. Hall : I mean the total investment in the pro¬ 
ject as of that date. 

Mr. King: By whom, though? 

Mr. Hall: The total investment that had been in¬ 
curred in connection with the project up to that date. 
Does that make it clear? 

Mr. King: By anybody? 

Mr. Hall: Yes. 

A. I have a figure of $13,609,191. 

[16986] By Mr. Hall: 

Q. WHhere did you get that figure? A. Well, I don’t 
recall, but— 

Q. Well, you got it from the records of the company, 
did you not? A. The records of the company, some¬ 
where. 
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Q. Did those records show as of the same date, Sep¬ 
tember 30, 1911, the total investment in the power plant 
alone, exclusive of the lands and transmission lines? A. 
Yes. 

Q. What did they show as the cost, exclusive of the 
lands and transmission lines? A. $10,670,000. 

Q. Now, the difference between the 13 million and the 
10 million dollars is $2,939,000, approximately; is that 
right? A. That is approximately right. 

Mr. King: Mr. Examiner, might I suggest this 

time for the mid-morning recess if it is agreeable to 

Mr. Hall and Mr. Goldberg? 

Mr. Hall: May I just finish this? 

Mr. King : Certainly. 

Trial Examiner: Very well. 

By Mr. Hall: 

Q. How much of the $2,939,000 represents investment 
in [16987] transmission lines? A. I don’t think I have 
that information, Mr. Hall. 

Q. Do you have any way of determining at this time 
approximately what part of the $2,939,000 represented 
investment in transmission line? A. Well, the previous 
year, December 13, 1910, the item I have for transmission 
lines is $1,128,381. 

Q. Will you repeat that figure, please? A. $1,128,- 

381. 

• • • 

By Mr. Hall: 

Q. Does that figure of $1,128,000 include the cost of 
substation and related equipment for the line? A. I 
think it does, but I would have to check on that to be certain. 

• • • 

Q. Mr. Uhl, before the recess, we had under considera¬ 
tion the investment of the project as of September 30,1911, 
and you had mentioned the fact that the records [16988] 
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indicated that $2,939,000 represented the cost of lands 
and transmission lines, and you had also stated that your 
information indicated that of the $2,939,000, $1,128,381 
represented cost of transmission lines. How much of the 
$2,939,000 represents value assigned to securities issued in 
part payment for property? A. I don’t know. 

Q. Did you make any investigation to determine that 
fact? A. No, sir. 

Q. How much of the $2,939,000 represents cash paid 
for land? A. I do not know. 

Q. Did you make any investigation to determine that 
fact? A. No, sir. 

Q. This $2,939,000 included not only the property upon 
which you placed a value of $3,300,000 as of March 1,1905, 
but all additional land acquired by McCall Ferry up to 
September 30, 1911; isn’t that so? A. I think I would 
like to have that question read. 

Trial Examiner: Read the question. 

(Question read.) 

Mr. King: Mr. Examiner, may we have it under¬ 
stood, to save time, that when Mr. Hall refers to value, 
that he [16989] means market value? 

Mr. Hall: I mean fair market value. 

Mr. King: Thank you. 

Mr. Hall : That is, when I am referring to $3,300,- 
000, I am referring to the fair market value as used 
by the witness? 

Mr. King: Thank you. I had assumed you were. 

A. Well, if that figure includes all the land, what you 
say must be so. 

By Mr. Hall: 

Q. Do you have any reason to believe that it does not 
include it? A. No, I have no reason to believe that it 
doesn’t. 
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Q. Now, instead of approaching the valuation of lands 
and water rights as you have done, for only a part of the 
property on which you place a valuation of $3,300,000, why 
did you not break down the figure of $2,939,000 to determine 
the portion thereof which was paid for all the lands and 
water rights acquired as of September 30, 1911? A. 
Well, I was asked to determine the market value of the 
lands and water rights. 

Q. Not the cost? A. That is right. 

Q. Mr. Uhl, did you confer with any individuals 
responsible for the acquisition of lands and water rights 
by McCall Ferry Power Company for the Holtwood 
project, in [16990] making your determination of $3,300,- 
000? A. No, I didn’t confer with them. 

Q. During the course of your study, did you find any 
documentary evidence reflecting an engineering valuation 
as of March 1, 1905, of $3,300,000, for the Holtwood land 
and water rights? A. No. 

Q. Did you find an engineering valuation made on 
or before March 1, 1905, which placed any valuation upon 
the Holtwood lands and water rights? A. No. 

Q. On page 15453 of the transcript, lines 17 through 
22, you have defined the fair market value of property as 
follows: 

“Fair market value is defined as the price which 
would be accepted by the owner if he was willing but 
not compelled to sell, and which would be offered by the 
purchaser if he was willing but not compelled to take 
the property, and both were intelligent and fully in¬ 
formed as to the property itself.” 

Can you state it to be a fact that those representatives 
of McCall Ferry responsible for the acquisition of the 
property on which you placed a valuation of $3,300,000, 
were willing to pay that much cash for the property? A. 
I am not in a position to state that, no, sir. 

Q. In other words, the $3,300,000 is a valuation which 
[16991] you today think McCall Ferry would have been 
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justified in paying for the property? A. Either McCall 
Ferry or someone else. 

Mr. King: In 1905, you mean, Mr. Hall? 

Mr. Hall : In 1905, yes. 

[16992] By Mr. Hall: 

Q. And as I understand it you think now you would 
have given that advice to McCall Ferry in view of what 
you considered to be the value of the property to the com¬ 
pany or anyone else for power purposes? A. I believe 
I would have so informed them. 

Q. Did you discover that any person actually offered 
$3,300,000 in cash for the Holtwood land and water rights, 
in 1905 or earlier? A. No, sir. 

Q. Do you know of any cash offer for the Holtwood 
water power rights in 1905 or earlier? A. No, sir. 

Q. In your opinion, Mr. Uhl, would not a prudent in¬ 
vestor, before spending $3,300,000 for the property on which 
you placed your valuation, assure himself that his pro¬ 
posed development would result in reasonable earnings on 
his total investment in the project? 

# • • 

The Witness : If he bought it for the purpose of mak¬ 
ing a development, yes. However, he might of course pur¬ 
chase it for re-sale. 

[16993] By Mr. Hall: 

Q. Well, the re-sale feature was not involved in con¬ 
nection with the Holtwood site; isn’t that so? A. Well, 
it didn’t turn out to be that way. But as far as I am con¬ 
cerned I wasn’t interested in arriving at that value, 
whether they did or not. 

Q. Assuming that there were no prospects that the 
project would ever show any earnings after operating ex¬ 
penses, would a prospective investor, in your opinion, be 
willing to pay more than a nominal amount for the lands 
and water rights which you valued? 
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Mr. King: What is a “nominal amount?” 

Mb. Hall: Well, he wouldn’t be willing to pay- 
more than real estate value or farm land value. 

* * • 

The Witness: Well, he probably wouldn’t pay any¬ 
thing for it. I wouldn’t think he would pay anything for it. 

By Mb. Hall: 

Q. In your opinion, wouldn’t an investor be willing to 
pay more for the property if the estimated earnings from 
its use were greater than operating expenses? A. Yes, 
it all depends upon what he thought he could make out of 
it, or what he could do with the property. 

[16994] Q. Isn’t it a fact that, using your approach, no 
determination of fair market value of property could be 
made without a consideration of the probable revenue and 
operating expenses of the project in their relation to the 
plant investment required and the cost of competing 
power? A. Consideration of those elements certainly 
would have to be given. 

Q. And considerable weight would have to be given 
to those elements? A. Yes, it is one of the elements 
which is important. 

Q. Am I correct in stating that you have previously tes¬ 
tified that your valuation of the Holtwood lands and water 
rights involved the application of certain engineering fac¬ 
tors? A. Yes, sir. 

Q. You have testified that there were 10 principal engi¬ 
neering factors considered by you in arriving at your deter¬ 
mination, the first of which was “market for power output, 
its extent and distance from the site of the development.” 

Why did you consider that an important engineering 
factor to be considered in making your determination? 
A. Well, if there was no market for the power output natur¬ 
ally there would be no value to the property. 

Q. For power purposes? A. For power purposes. 
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Q. Now, the fact is did you consider it in connection 
[16995] with market for power output? 

* * • 

Me. King : I object to the question as being unin¬ 
telligible. 

The Witness: I don’t understand it, Mr. Examiner. 
If I might have it once more. 

Triajl Examinee : Never mind. 

By Me. Hall : 

Q. Mr. Uhl, I simply mean this: What did you con¬ 
sider, in connection with market for power output? What 
elements? A. I considered the fact that a great deal of 
power was being developed by steam power in the sur¬ 
rounding territory and at great cost at that time, and that 
if water power could be developed at a reasonable cost the 
output from it could be sold in that market, not only the 
existing market but a rapidly growing market. The facts 
show that the power market was developing very rapidly 
at that time, and ever since. 

• • • 

Q. I take it, Mr. Uhl, from your last statement, that 
that consideration contributed to your determination of 
fair market value of $3,300,000? [16996] A. Yes, very 

largely—that there was a market for the power output. 

Q. Now, precisely what effect did the market available 
for the output of the project have upon your determination 
of $3,300,000? A. It was one of the principal considera¬ 
tions in determining that there was market value to the 
property. 

Q. Could you tell me, in terms of dollars, how much 
your $3,300,000 figure was affected? A. No, I couldn’t 
tell you that. 

Q. Mr. Uhl, assuming that there is an available 
market, what difference does it make, in so far as your 
determination of fair market value of lands and water 
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rights is concerned, whether the market is adjacent to the 
site or is located 60 miles away? A. It doesn’t make 
any difference. 

Q. Yon have stated that your first element was 
6 ‘ market for power output, its extent and distance from the 
site of the development.” Now, how did the last part, “its 
extent and distance from the site of development,” enter 
into your determination? A. Simply that it would cost 
less to deliver the power where it was wanted if the dis¬ 
tance was short than if it was a long distance, generally 
speaking. That might not always be true. 

[16997] Q. And that all enters into the economic feasibil¬ 
ity of the project? A. That is right. 

Q. And of the delivery to the market? A. That is 
correct. 

Q. In other words, the difference involved in “its 
extent and distance from the site of the development,” 
among other things, is the cost involved? A. Yes, it 
makes a project more desirable if the conditions are favor¬ 
able. 

Q. Mr. Uhl, what amount of power output did you have 
in mind for the Holtwnod project when you made your 
determination? A. The amount of power which I had 
in mind was that ultimately 165,000 HP would be econom¬ 
ically developed at that site. 

Q. What power surveys, contract negotiations or 
power contracts were given weight in your determination 
of the fair market value of the Holtwood water rights? 
A. None. 

Q. Do you mean by that that you were not concerned 
at all with whether or not any contract negotiations— 
A. Yes, I was concerned with the fact that contracts could 
be made for the output. 

Q. You were concerned with it, but not to the extent 
of what actually happened; is that right? [16998] A. 
Yes, if I had information of anything that actually hap¬ 
pened to a purchaser, but at that time there wasn’t any 
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development there, as of March 1,1905. All there was there 
was the land and water rights. Now, whether or not the 
prospective purchaser had a contract or not didn’t interest 
me particularly. 

Q. Well, were you interested in whether or not there 
was a prospective purchaser available? A. Yes, of 
course. 

Q. Were you interested in whether or not there was a 
prospective purchaser actually negotiating for power? 
A. Well, I knew that that was a fact. Not only a prospec¬ 
tive purchaser of this site but of various water-power sites, 
on the lower Susquehanna. Historical records show that 
various people were trying to make contracts for output 
from possible developments on the lower Susquehanna 
River. 

Q. Who were they? A. Well, there was a gentle¬ 
man by the name of Harlow. 

Q. Was he interested in developing power or in buying 
it? A. He was interested in both. 

Q. What would he have done? A. He was the 
gentleman who tried to promote a water-power project on 
the lower Susquehanna River. 

Q. To what use would he have put the power which you 

[16999] say he was interested in purchasing? 

# * * 

Me. King: The witness hasn’t said Harlow was 

interested in purchasing the power. 

Trial Examinee: Let the witness answer. 

The Witness: He was interested in marketing the 
power in the surrounding territory. 

By Me. Hall : 

Q. But was Mr. Harlow interested in buying power 
developed by someone else? A. No, sir. He was inter¬ 
ested in combining water-power sites and purchasing lands, 
and making contracts for possible sale of power which he 
might develop. 
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Q. Now let me get back to my original question. Who 
were the prospective purchasers actually negotiating for 
the power to be developed at the Holtwood site? A. 
Purchasers of power? 

Q. Yes. A. I think the records show that the public 
utility interests in Baltimore particularly were interested 
in purchasing power developed at some site on the Sus¬ 
quehanna River, not necessarily the Holtwood site. 

Q. Well, what was the nature of their negotiations for 
the acquisition of that power? How far had they gone? 
[17000] A. They had made tentative contracts, I believe. 

Q. Well, now, are you sure of that fact? A. Yes. 
I have seen some. 

Q. And those contracts were entered into prior to 
March 1, 1905, for power to be developed at the Holtwood 
site? A. That is correct. Yes, sir. 

Q. What information did you have as to the probable 
quantities and prices at which the power output could be 
sold? A. The records again show that discussion had 
taken place for sales to be made at $20 to $30 per HP. 

Q. What quantities of power are you now referring 
to? A. Well, some of them were say—one that I re¬ 
call was 4,000 kw.; one for 10,000 kw.; one for 20,000 kw. 

They were various amounts. 

• • • 

Q. Does your last answer relate to the negotiations 
between McCall Ferry and Consolidated and the railroad? 
A. Yes, that particular answer did, but there were also, 
as evidenced in the history, other interests besides the 
McCall Ferry Power Company who were negotiating for 
the sale of power from possible developments on the Sus¬ 
quehanna. 

Q. So that you considered it reasonable to assume that 
the [17001] Holtwood power could be disposed of on terms 
similar to the arrangements finally agreed to in the initial 
contracts which were carried out with Consolidated of 
Baltimore and the united railway interests? A. Yes, I 
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assumed that satisfactory contracts could be made for the 
output from a development that might be carried out at 
Holtwood. 

Q. The second engineering factor which you have tes¬ 
tified you considered was “competitive sources of power.” 
Just how did this factor enter into your determination of 
the fair market value of the Holtwood lands and water 
rights? A. It entered in this way: That there was other 
water power available on the Susquehanna River, and also 
the fact that the power at that time was largely made by 
steam. Naturally, if there was another power site avail¬ 
able in the same territory which showed better prospects 
of development that would be a very competitive situation. 
Or, if there was some immediate prospect of a cheapening 
of steam power that would be something to be taken into 
consideration. In other words, what would be the chances 
of having someone else take the market, the prospective 
market, away from the possible development of a site. 

Q. In other words, Mr. Uhl, in arriving at your deter¬ 
mination of $3,300,000 you compared the cost of producing 
power at the Holtwood project with the cost of producing 
the [17002] same amount of power by steam? A. I made 
no direct comparison, but I knew that power could be made 
at less cost at that time by water-power development at 
that or some other site on the Susquehanna River than 
could be made by steam power in the adjacent territory. 

Q. And although you did not make any direct com¬ 
parison, in reaching your conclusion you did consider the 
cost of developing steam power as related to the cost of 
the Holtwood project? A. Yes. I knew it would cost 
more to make power by steam, at that time, than it would 
cost at the Holtwood, or than I believed it would cost at 
Holtwood. 

Q. How did the cost of producing competitive steam 
power compare with the probable cost of producing hydro 
power at Holtwood? A. I didn’t make any calculations 
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of that kind. My general knowledge of the situation at that 
time didn’t make it necessary to make such a calculation. 

Q. Didn’t you make estimates of the cost of producing 
steam power? A. I did not. No, sir. I mean in this par¬ 
ticular case, in this situation. 

Q. But you gave consideration to the cost— A. Oh, 
yes. I knew what the cost was to make steam [17003] power 
in those days. 

Q. What did you consider to be the probable cost of 
producing hydro power at Holtwood? A. I know that 
the development could be made for about $100 a HP, at 
least, which was a low cost for water power; that during 
those days any water power which you could make at be¬ 
tween $100 and $200 a HP was a good development. 

Q. Now will you tell us what the comparable figure 
was for producing steam power? A. That varied very 
greatly, of course, with the size of the— 

Q. What was the maximum and minimum amount? 

A. The cost of steam power plant, in those days, was 
about $40 to $50 a HP. But the cost of producing power 
was very high. It took from three to four pounds of coal 
per kilowatt-hour, and the operating costs were very high 
because the units were very small. The steam turbine was 
just in its experimental stage. There were very few in 
operation, and those purely experimental, which made the 
operating cost of steam plants extremely high. 

Q. What load factor did you consider in connection 
with the $100 per HP for hydro power? A. I didn’t con¬ 
sider any load factor in detail, except that a probable load 
factor was in the nature of 50%. 

Q. WTiat cost of the production of hydro did you con¬ 
sider, [17004] per kilowatt-hour? A. I have already 
stated that I considered that the development there could 
be made for $100 a HP. 

• • • 

Q. Is that the cost of investment per horsepower? 
A. Yes. 
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Q. Well, I had in mind the prices at which power could 
be sold. A. Well, the price at which power could be sold 
would be whatever the market would bear; not what it cost 
to make power but what you could sell it for. 

Q. What cost of production did you have in mind, per 
kilowatt-hour? A. Well, if you wished to, if it cost 
about $100 a HP, the production costs wouldn’t be over 
$10 a HP. 

Q. And that is an estimate you make without reference 
to actual figures? A. Oh, yes. Anyone familiar with 
that kind of thing should know that. 

Q. How did the $10 figure which you just gave us com¬ 
pare to the steam figure which you considered? [17005] 
A. I considered that the producer of steam power would 
be glad to pay at least $30 a HP—$20 to $30—for power 
in those days. 

Q. Hoes the $10 per HP depend upon extreme flow 
characteristics? A. Oh, yes. 

Q. And in reaching your $10 valuation did you con¬ 
sider stream flow characteristics? A. Yes. 

Q. And that is stream flow characteristics of the 
Susquehanna River? A. That is correct. 

Trial Examiner: To what degree? 

The Witness: To the degree that I knew that they 
would have to make contracts, where the purchaser of the 
power would probably have to hold his steam plant in 
reserve, or where he would have to build an auxiliary steam 
plant in order to continuously produce the full amount of 
water power. 

Trial Examiner : How deeply did you go into that? 

The Witness: Well, not in detail. It was just done 
generally, I think. No river, no matter how well reser- 
voired, always has the same amount of water in it, so you 
have to make provision for low flow. 
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[17006] Q. Mr. Uhl, before the noon recess, we had under 
consideration the engineering factors upon which you 
relied. Proceeding now to the third engineering factor 
which you considered, which reads “ Extent of engineering 
information available regarding the site of the project,” 
how did this factor enter into your determination? A. 
Principally with regard to the availability of definite infor¬ 
mation, such as the characteristics of the dam site and the 
flow of the stream to be developed. There was a good deal 
of information available in connection with the lower 
reaches of the Susquehanna River—much more so than 
generally is available in connection with the earlier studies 
of water-power projects. 

Stream flow measurements had been carried out for 
some time, and the river had been used for navigation pur¬ 
poses [17007] for a great many years, which made people 
familiar with its behavior and also some water power had 
already been developed on the river for industrial purposes, 
and in the particular location for the proposed Holtwood 
dam, a suitable foundation could be viewed and studied, 
and also it was known that suitable material for concrete 
for building the project was available near the site. 

Those are the kinds of things that I had reference to 
when I spoke of the engineering information available 
regarding the site. 

Q. Was all the information to which you have just 
referred available as of March 1, 1905? A. Yes. 

Q. Did you take into consideration any information or 
data which came into existence after that date? A. No, 
sir. 

Q. You didn’t consider any such data? A. No, sir. 

Q. The fourth engineering factor which you considered 
was natural advantages and disadvantages of the site. 
How did this factor enter into your considerations? A. 
The natural advantages which were evident were the fall 
in the river, and the fact that the sound rock foundation 
was available, and also that a not excessive amount of 
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land would be flooded out by making the development. 
[17008] The particular dam site location was suitable in so 
far as the width of the river at that point made it possible 
to build a dam with sufficient spillway area to take care of 
floods, and also to build a power plant. Also, in that par¬ 
ticular location there was about five feet of fall in a very 
short distance which meant that a dam could be built which 
was somewhat less in height than the head which would be 
developed. There were certain disadvantages, one of which 
was the railroad relocation made necessary, and the other 
which at that time was considered somewhat serious by 
some engineers was the fact that ice conditions are some¬ 
times bad on that river. 

There was also the fact that there would be, or at least 
there was at that time, no proposed storage, up-river 
storage in prospect and that river, in its natural state, was 
somewhat fluctuating. Those were the disadvantages that 
I considered. 

Q. The fifth factor which you considered was “Prob¬ 
able costs of construction.’’ Why did you deem this to be 
an important factor in determining the fair market value 
of the project, lands, and water rights? A. Because 
some sites are rather questionable because of bad founda¬ 
tion conditions and other risky situations, such as lack of 
availability of suitable construction materials, and the dis¬ 
tance from railroads which [17009] would make transporta¬ 
tion expensive. Some forms of foundations, such as lime¬ 
stone foundations, are very expensive to make watertight, 
and in this particular case, everything in connection with 
the cost of construction, as far as could be determined, was 
favorable. A foundation of good, sound rock was exposed, 
and, as I say, construction material was readily available, 
the railroad was nearby, the country was developed, it was 
within an area of availability of labor for construction pur¬ 
poses—all those things showed that construction conditions 
were favorable from a cost standpoint. 
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Q. What did you consider to be the probable cost of 
constructing the Holtwood project? A. I think I have 
already stated that I believed that the development could 
be made there in the lower ranges of general cost of hydro¬ 
electric developments at that time, of about $100 per horse¬ 
power. 

Q. What does that make the total investment cost in 
the project? A. That would depend upon what to 
develop there, what the prospective purchaser might want 
to develop. 

Q. What did you consider to be the probable develop¬ 
ment? A. I considered that an ultimate development of 
165,000 horsepower would be suitable. 

[17010] Q. And what did you consider to be the total 
investment on that basis? A. As I said, about $100 a 
horsepower, if the whole development was immediately 
made, which, of course, would not be the case. 

Q. Well, how much in dollars? How much would the 
total investment be in dollars? A. I wouldn’t be 
able to say. That would depend upon what the prospective 
purchaser intended to do, how much of the power he pro¬ 
posed to develop immediately and how quickly. 

Q. And you gave that no consideration; is that what 
you are saying? A. Not the extent of development, no. 
Simply that a reasonable amount of power could be de¬ 
veloped such that it could be marketed. 

Q. Mr. Uhl, doesn’t the over-all cost of a project have 
a bearing upon the economic feasibility of that project? 
A. Yes, sir. 

Q. Well, didn’t you determine, during the course of 
your study, what would be the over-all investment in the 
project? A. Well, I couldn’t say how large a develop¬ 
ment a prospective purchaser might make, so I couldn’t 
possibly [17011] estimate that. 

Q. How did you arrive at the hundred dollars per 
horsepower value? A. Because I said the conditions 
were favorable towards a low cost development at that 
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point. And experience showed that, with conditions favor¬ 
able, that is about what it would cost to make a hydro 
development. 

Q. Well, in order to conclude that it was a low cost 
development, was it not necessary for you to calculate 
what the probable over-all cost would be? A. No, sir. 
I know that I knew from conditions that it would be within 
the lower ranges of cost of hydro-electric development such 
as they were being carried out at that time. And I was 
familiar with a great many of them. 

Q. As I understand what you have said, the hundred 
dollars per horsepower valuation is a judgment determina¬ 
tion which is not or was not subject to mathematical cal¬ 
culation? A. Well, if I had known just what kind of 
a development a prospective buyer would make there, I 
could have made an estimate of it. But it wasn’t necessary 
for my purposes to do that. 

Q. Mr. Uhl, would not what the prospective buyer 
intended to do have a bearing on what he was willing to pay 
for the lands and water rights? [17012] A. No, I don’t 
think so. A prospective buyer might even buy it and not 
develop it at all. 

Q. But that was not the type of buyer you were deal¬ 
ing with in connection with your evaluation of the Holt- 
wood lands and water rights? A. Any kind of a buyer. 
As far as I was concerned, it could be any kind of a buyer. 

Q. Are you saying that a buyer who is going to do no 
more than hold onto the lands, would pay $3,300,000 for 
the lands? A. That was my opinion, yes, sir. He could 
afford to pay that much. 

Q. Would a buyer, in your opinion, be willing to pay 
that amount if he had no intention of selling it for power 
purposes ? 

Mb. King: Might we have that question read? 

The Witness: I don’t think I understand it. 
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By Mb. Hatj, : 

. Q. Well, is it your statement, Mr. Uhl, that a willing 
buyer would be willing to pay $3,300,000 for the sole pur¬ 
pose of keeping the land in his own ownership without 
development for power purposes? A. Yes, if he thought 
he could sell it. 

Q. That wasn’t my question. A. Well, that would 
be the only possible reason he [17013] would buy it. If he 
didn’t intend to make the development himself, he would 
buy it for the purpose of selling it to someone. 

Q. You are saying if he is buying it for resale, he is 
buying it for the purpose of reselling it for power develop¬ 
ment, in other words? A. Very likely. 

Q. Mr. Uhl, isn’t it a fact that the amount of horse¬ 
power which a purchaser will develop has a bearing on 
what he is willing to pay for the necessary lands and water 
rights ? A. It might and it might not. If he had in mind 
developing it himself, he probably would have in mind a 
certain size development, at least to begin with. He might 
increase it as time went on, just as that did happen at 
Holtwood. 

Q. And those probabilities he would take into account 
in determining what he would be willing to pay? A. 
Yes; it depends upon the market conditions at the time. 
If he thought he could market 50,000 horsepower, he would 
undoubtedly develop it for that. If he thought he could 
market a hundred thousand horsepower, that is what he 
would develop it for. Practically all hydro developments 
are made with increased installations in view when they are 
first made. At least, they were in those days, and [17014] 
they still are, a great many. 

Q. Mr. Uhl, you recognize, do you not, that there is a 
point beyond which the willing purchaser would not go 
because of consideration of the economic feasibility of the 
project; is that not so? A. In his mind, yes. Of course, 
different people have different ideas about what they can 
do with a property. 
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Q. What initial development was this willing buyer 
contemplating? A. I don’t know. 

Q. That would have a direct bearing on the hundred 
dollars per horsepower, would it not? A. Yes, if he 
made too small a development, the initial cost would prob¬ 
ably be more than a hundred dollars per horsepower. 

Q. Isn’t it a fact that if your hundred dollars per 
horsepower is based upon a development of 165,000 horse¬ 
power, that initial installation of 50,000 would mean con¬ 
siderably more than a hundred dollars per horsepower; 
isn’t that right? A. That is right. 

Q. Do you know how much more? A. No. It would 
still be within the lower ranges of cost of hydro develop¬ 
ment at that time. 

[17015] Q. Mr. Uhl, what determines whether a hydro 
project is economically feasible? A. Principally whether 
there is a market for its use. That is really the principal 
consideration. 

Q. And you have reference to a market for power at 
reasonable prices? A. Of course. 

Q. And reasonable profits? A. Why, I don’t know 
what a reasonable profit might be. 

Q. A reasonable return on the investment. A* Well, 
I think if I made a development, I would certainly want to 
be sure that the income was a little larger than the outgo. 

Q. What you mean—when you say “a little larger than 
the outgo,” you mean a reasonable return? A. Yes. 
But, of course, different people have different ideas about 
what a reasonable return is. 

Q. Mr. Uhl, what would the willing buyer have con¬ 
sidered a reasonable return for the Holtwood project in 
1905 when he was considering buying the land? A. I 
wouldn’t know. That would depend again, as I say, upon 
who did the dreaming, if you want to call it that. Of course, 
every promoter must have a good dream in order to have 
the courage to promote any kind of a project. 
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Q. The sixth engineering factor that yon considered 
[17016] was pondage and storage possibilities. 

Why did yon consider this factor in arriving at your 
determination? A. Because both pondage and storage 
possibilities affect the use you can make of the flow of the 
stream. There should be sufficient pondage, so that during 
low flow conditions, the water could be held back for use at 
times when it is most valuable. And, of course, if storage 
could be developed, it would increase the low flow of the 
stream. Those are the reasons why pondage and storage 
possibilities must be considered. 

Q. Just what effect did this factor have upon your de¬ 
termination? A. Well, if there had been storage possi¬ 
bilities at reasonable cost, the market value undoubtedly 
would have been higher. 

Q. You say if it had or had not? A. If it had. If 
the storage possibilities were available at reasonable cost, 
it would have enhanced the market value. 

Q. You mean the greater the storage possibilities, the 
higher you would have fixed the fair value of the land? 
A. That is correct. 

Q. The seventh factor you considered is “stream flow 
characteristics.’ ’ 

[17017] Why was it necessary to consider this factor in 
arriving at your determination? A. Because the more 
constant the flow of the stream is, the greater the amount 
of prime power you could depend upon, whereas the more 
fluctuating it is, the less prime power could be depended 
upon, and, therefore, it would affect the standby power that 
is required to market the total output. 

Q. The eighth factor you considered was “Time Wken 
the Development May be Carried Out.” 

W^hat, in your opinion, is the importance of this factor 
in arriving at the fair market value of lands and water 
rights involved in the Holtwood project? A. Well, at 
Holtwood or any project, for that matter, if the market 
conditions are such that the development would not be jus- 
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tified for some time in the future, you would have to dis¬ 
count the market value of it at the particular time. If you 
have a situation where the existing market and the market 
immediately ahead is such that the development is war¬ 
ranted immediately, or soon after the time we are talking 
about, why, then, you wouldn’t have to discount it. 

Q. If I understand what you are saying— A. In 
other words, the present value of something in the future 
comes into the picture. 

[17018] Q. And as I understand what you are saying in 
this connection and in connection with the other engineer¬ 
ing factors that you relied on, the more favorable those 
engineering factors, the higher price you would fix, and the 
less favorable, the lower price you would fix! A. That 
is right. 

Q. What date of completion did you have in mind when 
you made your determination? A. I didn’t have any 
exact date in mind. I had in mind that the market condi¬ 
tions were such that immediate development would be war¬ 
ranted. 

Q. What date of completion did you have in mind for 
the Holtwood project? A. Well, some two or three 
years, four years, something of that order. As near as 
anything of that kind can be estimated. Something that 
would be done in the near future, and not ten, five to ten 
years away. 

Q. No, wait a minute. Assume that they had started 
construction on March 1, 1905. How long would you have 
estimated it would have taken to construct the property? 
A. Two to three years, I would say. 

Q. Mr. Uhl, when you spoke of a period from two to 
three years, were you referring to 165,000 horsepower de¬ 
velopment? A. No, sir, I was referring to whatever 
initial [17019] development would be made. 

Q. Would that be about 50,000 horsepower? A. 
Well, that is what the McCall Ferry people had in mind. I 
didn’t figure on exactly 50,000 horsepower. I figured on 
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some reasonable amount of power, 50,000 to 100,000 horse¬ 
power, in that order, as an initial development I believed 
that the market would have warranted such a development, 
as quickly as it could be carried out in those days. Natur¬ 
ally, the hundred thousand horsepower wouldn’t come into 
use at the same time. It would be one unit after another, as 
projects like that are actually carried out. 

Q. Did you consider when the additional units would 
be installed? A. Well, it looked to me as though they 
could be installed, not as fast as they would want to, but 
probably the whole 165,000 horsepower would be installed 
in the course of ten years. 

Q. Was the conclusion that you have just stated influ¬ 
enced by what you know actually transpired with reference 
to the Holtwood development? A. Well, I can’t put 
facts out of my mind. Just what I would have known in 
1905 and 1906,1 can’t tell you. I have tried to put myself 
in that position. 

Q. I recognize that it is difficult to divorce [17020] 
from your mind— A. Subsequent events have trans¬ 

pired, and I knew about them. To what extent they influ¬ 
enced my thinking, I can’t tell you. 

Q. The ninth factor you considered was “Possibility 
of Financing.” How did this factor influence your deter¬ 
mination? A. Well, I knew that about that time every¬ 
body was falling all over themselves trying to finance those 
kinds of properties. That was my own personal experience 
that I am familiar with. I knew that with a situation that 
looked as favorable as this one, they would have no trouble 
in financing the project. 

Q. When you refer to “everybody,” do you mean 
people— A. Bankers. I am talking about bankers. At 
about that time there was a great deal of development go¬ 
ing on, and the power situation was developing very fast, 
and large projects were being carried on all over the coun¬ 
try, coast to coast. Minnesota, Washington, California, 
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Niagara Falls, all over, down South, everywhere. They had 
no difficulty in financing any of them at that time. 

Q. And they were financing them by selling bonds and 
giving stock as ‘‘ sweeteners ’ ’ or as bonuses? A. Various 
ways. 

[17021] Q. Including that? A. Including that, yes, sir. 
They had to make it attractive because the risk was great. 
They had to even go to England for some of the money in 
some of these cases. 

Q. And that is why financing was not done through 
cash sales of common stock, because of the large risk in¬ 
volved; isn’t that so? 

• • * 

A. Well, of course, I can’t say, because I doubt if any 
two cases were exactly alike. I suppose in some cases com¬ 
mon stock may have been sold for cash considerations, and 
in others not, as far as I know. 

By Me. Halt, : 

Q. Do you know of any instance where the project was 
financed by the sale of common stock for cash? [17022] A. 
Common stock for cash only? 

Q. Yes. A. No, I personally don’t know of any case. 

Q. Mr. Uhl, what business were you engaged in from 
1901 to 1905? A. In 1902, do you mean? 

Q. From 1901 to 1905. A. Well, I graduated from 
college in 1902. In 19011 went to college. In 1902 I started 
in doing water-power work. And have stayed in it ever 
since. 

Q. Well, let me put my question in this way: what 
work were you engaged in from 1902 to 1905? A. In 
water-power work. 

Q. That covers a multitude— A. Designing and 

selling equipment, machinery that was used in water-power 
work. 

Q. That substantially covers what you did during that 
period? A Yes, sir. 
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Q. You were working for equipment manufacturers? 
A. That is correct. 

Q. Do the terms of financing have any effect on fair 
market value of lands and water rights? A. Not as far 
as I can see. 

Q. You mean that you can think of no terms related 
[17023] to financing, which would have an effect upon fair 
market value of lands and water rights, using your ap¬ 
proach? A. No, I can’t see how there is any relation 
between the two. 

Q. Then, what was the purpose of considering possi¬ 
bilities of financing? A. Well, if it was impossible to 
finance a project, it would be very difficult to imagine any¬ 
body wanting it. Where were you going to find a willing 
buyer if there wasn’t a possibility of financing? 

Q. You recognize, of course, that bankers could insist 
upon certain terms which would have an effect upon what 
a prudent man would be willing to pay; isn’t that so? A. 
Well, I don’t know. He might not have to go to a banker 
to finance the purchase of water rights. 

Q. How about in the case of Holtwood? A. Well, 
I don’t know. I don’t think they did, as a matter of fact. 
I think the people who promoted it were very wealthy 
people. 

Q. Who do you refer to as having promoted this 
project? A. Dr. Cary T. Hutchinson. 

Q. And you think he was a well-to-do man, financially? 
A. I know he was. I knew him very well myself. 

[17024] Q. You did? A. Oh, yes. 

Q. Personally? A. Oh, yes, indeed. 

Q. He was in control of this project, wasn’t he? A. 
Promoter of it. He promoted it, not in the very beginning, 
but the man who finally promoted it and got it all together, 
as I understand. 

Q. For the purposes of your determination, did you 
give any consideration to the financial arrangements 
whereby the money for the project was actually obtained? 
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A. No, sir, only in so far as I considered the project suf¬ 
ficiently attractive so that I believed that no trouble would 
have been encountered in financing it. 

• • • 

Q. That was an assumption on your part without going 
back and ascertaining the detailed facts? A. Only my 
general knowledge of the fact that many similar projects 
had been financed without difficulty in those days. 

Q. My question, Mr. Uhl, was that for the purposes of 
your determination, did you give any consideration to 
[17025] the financial arrangements whereby the money for 
the Holtwood project was actually obtained? A. No, sir. 

Q. You did not? A. No, sir. 

Q. In your opinion, would the willing buyer of the 
lands and water rights give consideration to the rate of 
interest he would have to pay for his money? A. He 
might not have to obtain any money. He might spend his 
own money. 

Q. Assuming that he did have to obtain money, would 
he give consideration to that fact? A. If he had to carry 
it for any length of time, yes, I think there is no question 
about that. 

Q. And do not the fixed charges on funded debt affect 
the cost of the project? 

Me. King: Just a minute. What do you mean by 

“cost of the project”? 

Mb. Hall : I mean the cost of constructing the pro¬ 
ject. 

• • • 

A. Yes, interest during construction is one of the 
[17026] items that you have to consider in actually con¬ 
structing a project. 

By Me. Hall: 

Q. And that, in turn, has a bearing upon the cost per 
kilowatt hour? A. Yes, the cost of the project, and con¬ 
sequently anything that is done with it. 
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Q. From your acquaintance with Hutchinson, do you 
know whether or not he was financially able to construct 
this project without going and seeking money from other 
sources? A. I wouldn’t think that he would have con¬ 
sidered assuming all the risk involved personally, even if 
he had the money. I don’t think he had enough money, but 
I am not sure. But I can’t conceive of any one man taking 
such a risk alone. 

Q. Mr. Uhl, the tenth and last principal factor which 
you have testified you considered was the “Yearly cost of 
producing the estimated output.” What do you consider 
to be the yearly cost of producing the project output? A. 
I think I previously said something in the order of $10 per 
horsepower. 

Q. What is the nature and amount of the yearly cost 
which you considered? [17027] A. The things that enter 
into it are— 

Q. Well, will you identify those “things”? A. In¬ 
terest, depreciation, taxes, insurance, maintenance, oper¬ 
ation, and administration. 

Q. And did you determine what each of those elements 
were? A. No, sir. 

Q. Are you referring to $10 per horsepower per year? 
A. Yes, sir. 

Q. Mr. Uhl, we have reviewed these ten individual fac¬ 
tors which you have considered. Would you, in a general 
way, concisely as possible, tell us, step by step, how you 
arrived at the fair market value of the lands and water 
rights which you valued as of March 1, 1905? 

Mb. King: Might I inquire of Mr. Hall if he asks 
the witness to repeat all of the cross examination up 
to now? 

Mb. Hall: No. I want him to give us a concise 
statement as to just his mental processes in arriving at 
these amounts. He has told us the items he considered. 
Now, I am wondering if he could state, concisely, the 
different steps. 
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A. I considered all the factors that I could think of, 
to satisfy myself that a project could be constructed from 
a physical point of view, at a reasonable cost, at a cost in 
[17028] the lower ranges of water-power cost, at the time. 
And that the annual cost of the power, or, rather, the 
difference between the annual cost of the power and the 
price— 

Trial Examiner: I think you are repeating some¬ 
thing. I think what counsel is interested in is the 
mechanics of the $3,300,000. 

The Witness : I am getting to that, sir. 

Trial Examiner: Can’t you get to that without 
repeating what you have said before ? 

The Witness: I will come to it shortly. I am 
getting to the picture. 

Trial Examiner: I think it sounds like repetition 
of the previous testimony. 

Mr. Hall: I agree, Mr. Examiner. 

Mr. Sparks: Well, Mr. Examiner, I just got 
through hearing Mr. Hall ask for his mental processes. 
I think that is what the witness is trying to give. 

Trial Examiner: I can’t imagine counsel asking 
for a repetition. 

Mr. Sparks: Well, I can imagine it, Mr. Examiner, 
after nine months of this. 

A. I came to the conclusion that there was a sufficient 
margin between the probable cost and the probable income 
from this power so that I could relate it— 

Trial Examiner: Mr. Witness, I don’t know 
whether [17029] you are proceeding under an implied 
suggestion of your counsel or my suggestion. But I 
wish you would adopt mine. 

The Witness : I am going to do that right now. 
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That margin which made me able to relate it to actual 
sales of other water-power sites. That is what I am coming 
to. And since none of these projects are exactly alike, yet 
there is considerable similarity, one must weigh the various 
differences and as nearly as possible relate this to actual 
sales and purchases of water rights. And, having done 
that, having considered all those factors, I arrived at what 
I considered a proper value of these water rights. 

Trial Examiner: Now, then, how did you— 

The Witness : Based on actual purchases and sales of 
other water rights. 

Trial Examiner : Then, how did you get the figure 
of $3,300,000? 

The Witness : By arriving at a figure of $20 a horse¬ 
power, which is in the lower ranges of actual sales of water 
rights. In my experience, in actual participation in pur¬ 
chases and sales, they have ranged all the way from $10 
a horsepower to $150 a horsepower for undeveloped water 
rights, on the same comparative basis, and I have con¬ 
sidered that, taking all these things into consideration, $20 
per horsepower would be something a willing buyer would 
pay for [17030] it, which would give him sufficient margin 
to go ahead and make a development, and assume all the 
risks necessary if he wanted to make the development, or 
to buy it and hold it for a time and perhaps sell it to some¬ 
one else. 

Trial Examiner: Now, then, where did you get 
your $20 per horsepower? 

The Witness : From these actual purchases and sales 
which I spoke of. 

Trial Examiner: Now, will you give the dollars 
per horsepower for each one you considered? 

The Witness : Yes, I will be glad to give you that. 

I considered Clark’s Rip on the Androscoggin River, 
which was purchased in 1909 at $19 a horsepower. 
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Clark’s Rip was again sold in 1924 for $39 per horse¬ 
power. 

It was also determined by the Internal Revenue De¬ 
partment of the United States Treasury that the value of 
those rights in 1913 was $27, because, in the purchase or 
sale of this water power, which was bought in 1909, it was 
necessary to determine the profit that the company made in 
1913 at the beginning of income taxes. 

The purchaser of those rights in 1924 added to it some 
additional rights, and brought the cost of the undeveloped 
site to $42 per horsepower, the same site. 

On the Kennebec River, at Solon, in Maine, the pur¬ 
chaser, [17031] whom I represented, paid for those water 
power rights $30 per horsepower. 

Trial Examiner: When was this? 

The Witness : In 1931. 

Trial Examiner: And where? 

The Witness : Solon, Kennebec River, Maine. He sold 
those rights again in 1936 for $45 per horsepower. 

Rams Island water rights, on the Androscoggin River 
in Maine, were purchased in 1931 for $10 a horsepower. I 
assisted the purchaser in that case. 

At Milton, Vermont, on the Lamoille River, the pur¬ 
chaser, the Public Electric Light Company, bought the 
rights in 1926 for $22 a horsepower. 

On the Green River in Vermont, the Green Mountain 
Power Company, in 1928 purchased the water rights there 
for $65 a horsepower. These same rights were sold to the 
Village of Morrisville in 1945—and I assisted the purchaser 
—for $79 per horsepower. 

The water rights at Palmer’s Falls, on the Hudson 
River, New York, were purchased in 1931 for $138 a horse¬ 
power. The water rights at Winooski, Vermont, on the 
Winooski River, were sold in 1941 by the American Woolen 
Company to the Green Mountain Power Company for $40 
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a horsepower. I assisted the seller, American Woolen Com¬ 
pany, [17032] in that transaction. 

At West Enfield, on the Penobscot River in Maine, the 
water rights were purchased in 1927 by the Bangor Hydro¬ 
electric Corporation for $20 per horsepower. 

At Franklin Falls, on the Winnepesaukee River, the 
water rights were purchased in 1931 for $16 a horsepower 
and were sold again in 1945 for $34 a horsepower. 

At Berlin on the Androscoggin River'in Maine, the 
water rights were purchased in 1945 for $15 a horsepower. 

Union and Cataract Falls, on the Saco River in Maine, 
in 1928 the water rights were purchased for $22 a horse¬ 
power. 

And at the Rockaboma Rip on the Penobscot River 
in Maine, the water rights were sold in 1922 for $20 a horse¬ 
power. 

Those are all transactions in which I participated, and 
then of course I participated in a good many developed 
water powers. These were all undeveloped water powers. 

Trial Examiner: Just land and water rights? 

The Witness: These I mentioned were all just land 
and water rights. As I say, I did participate in a great 
many where they were developed. 

Trial Examiner: Where did you get your horse¬ 
power figure? 

The Witness: Horsepower is calculated horsepower. 
[17033] The horsepower basis that I deal with is based on 
a flow in a stream available 20 to 25 per cent of the time. 
Most all developments in the last 35 years—at least those 
used for public utility purposes—have been made on about 
that basis. In other words, that is a common yardstick. 

None of these figures are calculated figures. They are 
trade figures; that is, between buyer and seller. 

By Mr. Hall: 

Q. Is this some more of the horse trading that you 
have referred to? A. Yes, sir. Nobody pays any more 
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for them than they have to, and everybody tries to get as 
much for them as they can. Just like they do for everything 
else. 

Q. In connection with the transactions that you men¬ 
tioned, was the consideration always paid in cash! Do you 
know! A. No, I don’t know. 

Q. In other words, the consideration may have been in 
securities, so far as you know! A. Well, as far as I 
know, that is not so. In none of these cases that I men¬ 
tioned, I don’t believe there were ever any securities in¬ 
volved. They were out and out sales. 

Q. Do you know, for instance, what consideration 
passed for the Clark’s Rip property at Lewiston, Maine! 
[17034] A. I am sure about that. There were no securities 
involved. 

Q. All cash! A. Well, there might have been notes. 
I can’t tell you that it was all cash. There might have been 
notes. But I mean there were no securities involved, I 
know that. 

Q. What were the terms of the notes! A. I don’t 
know about that. 

Q. Were they long-term or short-term notes! A. 
That, I can’t tell you. You see, I don’t know as there were 
any notes. But I said there might have been. But I am 
sure there were no securities involved. 

Q. But you are not sure of that with respect to all the 
transactions that you mentioned! A. No, I am not sure 
about it. 

Q. Mr. Uhl, as I recall, in the figures you gave, there 
was a range from $15 to $138 per horsepower. How did you 
arrive at the $20 per horsepower! A. As I say, that 
was in the lower ranges of actual purchases and sales, and 
in 1905 not so much was paid for water power rights as 
later on. Those that I mentioned, where the consideration 
was greater, had peculiar advantages attached to them, 
such as in the case of Palmer Falls, a precipitous fall of— 
I have forgotten how much now, but 60 or 70 feet, so that 
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a small dam in practically [17035] no distance at all would 
provide a very large head, and also the fact that there was 
a good deal of storage on that river, and right in the midst 
of a very good market. Some of the lower figures that I 
gave you were in connection with developments where there 
was no immediate prospect of development. In other words, 
they were discounted figures because of future develop¬ 
ment. 

Q. Is the number of feet of fall per mile an important 
consideration in the valuation of land and water rights, 
using the approach you did? A. Well, it may be, as in 
the case of Holtwood, it is quite an important considera¬ 
tion. Again, it might not be. It might be a disadvantage. 
If the fall was too rapid, the pondage might be too small, 
without flowing too much land. 

Q. Mr. Uhl, in connection with the Clark’s Rip proj¬ 
ect on the Androscoggin River, you stated that in 1909 it 
was sold for $19 per horsepower, whereas in 1924 you 
stated that it sold for $39 per horsepower. A. That is 
right. 

Q. What caused the increase? A. Well, there are 
two things which caused the increase between 1909 and 
1924. A substantial amount of storage was developed in 
the upper reaches of the river. The other element that came 
into it was that there was a [17036] greater demand for the 
power. The purchaser bought it for immediate develop¬ 
ment, whereas the original purchaser bought it for possible 
development. 

Q. What are or what were the points of similarity be¬ 
tween the Clark’s Rip project in 1909 and the Holtwood 
project in 1905? A. Well, it was— 

Q. Specifically, what was it? A. A good dam site 
was available; the land had all been assembled; a substan¬ 
tial amount of pondage was available. On the other hand, 
the prospect of immediate development wasn’t as far ahead 
on the Androscoggin as at Holtwood, the cost per horse¬ 
power would probably have been somewhat more on the 
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Androscoggin than at Holtwood. The head was somewhat 
less. 

Q. "Where? A. On the Androscoggin. 

Q. Now, all these projects that yon have referred to 
were sold as complete water-power projects? A. Oh, 
yes, complete water-power projects. 

Trial Examiner: "What do you mean by that? 

The Witness : Well, sufficient land and water rights so 
that the development could be made without the purchase 
of additional land and rights. 

By Mr. Hat.t, : 

[17037] Q. And the valuations that you have referred to 
were based upon the use of the land for water-power pur¬ 
poses? A. Yes. 

Q. Mr. Uhl, was the power market available for the 
Clark’s Kip project similar to that available to the Holt- 
wood project? A. Not in 1909. It was in 1924. 

Q. How about 1905? A. In 1905 there was less 
market near the Androscoggin River project than there 
was near the Holtwood project. 

Q. Mr. Uhl, which of the sales to which you have re¬ 
ferred took place within a period of. time which you would 
consider reasonably contemporaneous with the date of 
March 1, 1905? A. Well, naturally, the first one that I 
participated in, which was in 1909. 

Q. And that is the only one; is that right? A. That 
is the nearest one, yes. 

Q. That is the only one anywhere that you consider 
reasonably contemporaneous with Holtwood; isn’t that 
right? A. Yes, as far as period of time is concerned, 
that is correct. 

# * * 

[17038] Q. Mr. Uhl, in the case of Holtwood what water 
rights, if any, were acquired, separate and apart from the 
land acquisitions? A. I don’t know. 
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Q. Mr. Uhl, you have used the phrase “water rights.” 
A. Yes. 

Q. What is your definition of 4 'water rights?” And 
what do you include under that definition? A. I include 
under that definition riparian lands, and [17039] in some 
cases riparian lands may or may not include the bed of the 
stream. In some cases it does, and the water rights in¬ 
clude all the riparian lands, and, if the stream bed is sepa¬ 
rate, also the stream bed. All lands and rights necessary to 
build a dam and flow the land which would be flowed by 
that dam. 

Q. Now, “water rights” as you have used it includes 
the right to build the dam; is that right? A. That is 
right. 

Q. Does it include preliminary engineering? A. I 
don’t understand your question. 

Q. Well, does it include necessary permits and 
licenses? A. To build a dam? 

Q. Yes. A. Yes. 

Q. In making your determination, what consideration, 
if any, did you give to the necessity of obtaining from the 
federal government a license to construct a project? A. 
There was no occasion for it in 1905. 

Q. In your opinion. A. In my opinion and in my 
knowledge. 

Q. You know that— A. The river was declared 

non-navigable in 1904,1 know that. 

Q. By whom? [17040] A. By the Secretary of War. 

Q. You know, of course, that Penn Water has now been 
required to take out a license for the Holtwood project? 

A. That is right. But there was no Federal Power 
Commission in 1905. 

Q. Well, are you familiar with the requirements of the 
law in 1905 with respect to the construction of hydro pro¬ 
jects? A. Yes, I think I am reasonably familiar with it. 

Q. You know that there was a Rivers and Harbors 
Act, do you not? A. Yes. And I know that the river 
was declared non-navigable in 1904. 
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Q. And that is why yon considered that yon did not 
have to take into acconnt whether or not it was necessary 
to obtain a license from the federal government? A. 
Oh, well, I assumed that everything necessary to make that 
development was existent, in arriving at that value. 

• • • 

Q. Mr. Uhl, I show yon at this time a document con¬ 
taining 15 numbered pages, dated March 18, 1946. Is that 
the report which you prepared and submitted to Penn 
Water in connection with your determination of the fair 
market value of the land? [17041] A. Well, I wouldn’t 
call it a report; no. It is a memorandum which I wrote. 

Q. And submitted to Penn Water? A. And I did 
submit copies of it to them. 

Q. And that is the only report that you did submit to 
Penn Water? A. That is, as far as I recall, the only 
report. 

Q. And that document is entitled “Estimate of Pair 
Market Value, as of March 1,1905, of the Lands and Water 
Eights Required to Carry out the Holtwood Hydroelectric 
Project Development of the McCall Ferry Power Company 
and Now Owned by the Pennsylvania Water & Power Com¬ 
pany”? A. It is. 

Q. Did you make any independent investigation and 
verification of the historical information contained in this 
document relating to the history of the Holtwood project, 
the cost of its plant, its operations, the date of commercial 
operation, and so forth? A. Only in so far as I studied 
these two documents that we spoke about this morning, 
which I think are Exhibits 26 and 27. 

Q. And the power market surveys, consisting of 68 
separate documents. A. Yes. 

Q. In other words, you accepted the facts as stated in 
those [17042] documents for the purpose of writing this 
document? A. Yes. 
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[17043-A] Re-Dibect Examination 

By Mb. King: 

Q. Mr. Uhl, this morning while you were being cross 
examined, I believe you made some references to contracts 
prior to March 1, 1905. Will you explain what you meant 
by that reference! A. I didn’t say so. I meant to say 
that there were negotiations for contracts. There weren’t 
actually contracts, but negotiations for contracts were be¬ 
ing carried out. 

Q. Prior to March 1, 1905! A. Yes. 

• * • 

[17045] Re-Cboss Examination 

By Mr. Hall: 

Q. Mr. Uhl, you referred to negotiations for power 
contracts that were carried out prior to March 1, 1905. 
Specifically, just what negotiations did you refer to! A. 
I would have to refer to my working papers. 

Q. You may do so. A. There is a report, so-called 
Warfield’s report- 

Q. What is the date of that report! A. Dated 
August 5, 1901. 

This is a letter from the General Electric Company to 
Mr. Thomas J. Hayward, in which he refers to conversa¬ 
tions regarding furnishing electric current from the Sus¬ 
quehanna River to Philadelphia Company. 

Q. Who is this individual to whom the letter was ad¬ 
dressed! [17046] A. He is a gentleman connected with 
the General Electric Company, Mr. Mullen. 

Q. To whom was that letter addressed! A. Mr. 
Thomas J. Hayward of the firm of Bartlett, Hayward and 
Company. 

Q. Where was that firm located! A. 100 Broad¬ 
way, New York. 

Q. Was that individual connected with the Holtwood 
project! A. He was connected with the General Elec- 





William F. Uhl, Re-Cross 


2049 


trie Company; was a co-promoter of this project, you might 
say. They were interested in promoting this project. 

Q. You mean General Electric was interested in pro¬ 
moting the Holtwood project? A. Yes. 

Q. With Hutchinson? A. What was that? 

Q. Was a co-promoter with Hutchinson? A. They 
were helping to promote it, yes. 

Q. Helping Hutchinson? A. Yes. 

Q. Was C. A. Coffin president of General Electric at 
that time? A. I believe so. 

Q. Here is a letter dated February 19, 1910, from Mr. 
L. B. Stillwell, a consulting engineer, to Mr. Warfield [17- 
047] of Baltimore, President, Continental Trust Company, 
in which the advantages of taking power from the Susque¬ 
hanna River are brought forward. 

[17048] Q. Wasn’t Mr. Warfield interested in a develop¬ 
ment in the vicinity of what is now Conowingo? A. No, 
I think he was interested in the utilities in Baltimore. 

Q. And not the development of hydro power? A. I 
think he was only interested in the use of the power and not 
in the development of power, as I recall it. 

Q. Was either Mr. Stillwell or Mr. Warfield connected 
with the Holtwood project? A. I think Mr. Stillwell is 
one of the engineers who made some reports on the Holt¬ 
wood project. 

Q. Now, these references which you have just made 
were the ones you had in mind when you stated that negoti¬ 
ations were being carried on prior to March 1, 1905; is 
that right? A. I think there were others. I would have 
to search for them more carefully. I know there are a good 
many references to the power market and negotiations for 
power. 

Q. Are those two the only references you can put your 
hand on right now? A. Well, if you give me a little 
more time I think I can find some others. I would have to 
go through them one by one because it is so long since I 
have studied them. 
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Q. Without going any further, Mr. Uhl, these two ne¬ 
gotiations, or these two documents to which you referred, 
are the only ones you have been able to find so far? 
[17049] A. So far, yes. 

# # * 


[17056] GEORGE W. SPAULDING 

• • • 

Cross Examination (Resumed) 

By Mr. Wahrenbrock : 

• • • 

[17070] Q. I would like to ask you now if you will describe 
with some particularity all of the facilities owned by Penn 
Water which are actually used in the process of local dis¬ 
tribution? A. Is that not in my testimony? 

[17071] Q. Not the detailed description. There is a ref¬ 
erence, a general reference to facilities; but I want to find 
out just what the facilities are. 

Your testimony appears on transcript 16608 and 16609. 

• * # 

The Witness : And we are speaking of what they own 
today? 

By Mr. Wahrenbrock : 

Q. Whatever period of time was covered, or whatever 
date was covered by your testimony on rebuttal. A. I 
would be glad to do so with the understanding, of course, 
that I am speaking from an operating point of view, and 
not from a legal point of view when I use the words “Dis¬ 
tribution facilities”. 

There are facilities in the Holtwood power house 
and part of the Holtwood Development that are used in 
part for what we refer to as local village use, and by that 
I am referring to the use of electric services by the resi¬ 
dences of company employees and the company buildings 
generally constituting the village. 
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Then, as a part of those facilities, is the connection to 
the distribution circuit of Pennsylvania Power and Light 
Company which formerly was owned by the Pioneer Elec¬ 
tric Company, the predecessor of Pennsylvania Power and 
Light Company. 

[17072] The facilities in the Highlandtown Station owned 
by Susquehanna Transmission Company of Maryland and 
consisting generally of step-down transformers from 66 
KY to 13 KV with an extensive 13 Kv indoor bus arrange¬ 
ment with large numbers of 13 kv cable connections. 

The outgoing cables from just inside the building line 
are owned by Consolidated Gas Electric Light and Power 
Company of Baltimore and constitute connections to their 
extensive 25 cycle distribution system. 

Generally Baltimore Company owns those cable facil¬ 
ities from outside of the property into and including the 
potheads, the connections from the potheads back toward 
the bus being owned by S. T. Co. 

There are several metering units generally referred to 
as metering facilities owned by the company, and by the 
“company*’ I am referring to Penn Water, that are a part 
of the distribution facilities of Pennsylvania Power and 
Light Company, such metering facilities being located in 
the latter company’s substations. 

Q. The latter company being Pennsylvania Power and 
Light Company? A. That is correct. There are certain 
facilities of the Pennsylvania Eailroad at Conestoga sub¬ 
station which is a jointly occupied substation by Penn 
Water and the Pennsylvania Eailroad near Safe Harbor, 
the control facilities for both Penn Water transmission 
facilities, the Pennsylvania Eailroad [17073] transmission 
facilities and part of the railroad distribution facilities 
being owned and operated by Safe Harbor Water Power 
Corporation from the latter’s control room at Safe Harbor. 

Then there is the 110 kv Gunpowder line carrying two 
circuits. 
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Q. Excuse me. My question relates to facilities used in 
the process of local distribution. A. I have that in mind. 
This tower line and its transmission lines extending from 
the Philadelphia Road substation of Baltimore Company 
near Highlandtown substation of S.T.Co., but not electric¬ 
ally connected therewith and extending from Philadelphia 
Road to Gunpowder Switching Station, a distance of about 
nine miles, the tower line and circuits are owned by S.T.Co., 
are operated by S.T.Co., from a maintenance point of view, 
but from an electrical point of view are operated by Balti¬ 
more Company and are therefore used by Baltimore Com¬ 
pany in connection with its transmission and distribution 
facilities in Baltimore County and the outskirts of Balti¬ 
more City. 

I think I stated that these latter facilities are owned 
by S.T.Co. rather than by Penn Water. Those are all I 
recall at the moment. 

* # # 

[17151] Q. We are somewhat uncertain what the figures in 
the fourth column of figures on Exhibit 354, under the head¬ 
ing “PW&P, 60-cycle 220 KV, 25-cycle 132 KV” represent, 
and I would like to ask you to explain what those figures 
represent. A. They are the amounts of kilowatt hours 
determined on a net hourly basis, which are sent out in part 
over the 220 KV transmission system of Penn Water from 
Safe Harbor towards Baltimore and Washington, plus cer¬ 
tain net hourly amounts that are sent out from Safe Har¬ 
bor, over the 132 KV 25-cycle single phase circuits, to the 
railroad, and which are transmitted by the railroad to Ben- 
ning, District of Columbia, and converted from 25-cycle 
single phase to 60-cycle three-phase. 

* * • 

Q. Mr. Spaulding, I think you said kilowatt hours; 
actually the values are in megowatt hours, are they not? 

A. That is correct. 

• • • 
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[17188] Q. "What did you mean when you referred to cer¬ 
tain facilities of the Pennsylvania Railroad as distribution 
facilities on Transcript 17,073? A. I don’t have that 
page of the transcript here. 

Q. Then I show you a copy of the transcript referred 
to. [17189] It is at the top of the page. A. I was refer¬ 
ring to the transformer facilities and the circuit arrange¬ 
ments which the Pennsylvania Railroad Company owned 
in Conestoga substation for stepping the voltage down 
from 132 kv. to 12 kv. and for the use of their trolley 
service. 

Q. Do I understand that the Railroad serves ultimate 
consumers such as householders or small commercial estab¬ 
lishments or industries? A. No, it is for their own use 
on their own trolley, but it is for the purpose of distributing 
their electric services to their trains, wherever they may 
be. 

Q. That is a somewhat different use of the word dis¬ 
tribution’’ than is normal in the practice of public utility 
engineers. A. No. Prom a technical point of view that 
is distribution when you distribute the energy in electric 
services— 

* * * 

Q. Is it your testimony that from an operating electric 
utility engineer’s viewpoint the 110 Kv. transmission line 
from the Philadelphia Road substation in Baltimore to the 
Gunpowder substation in Maryland is used in the process 
of local distribution? A. I think it could be so looked at 
because it is part of the distribution system of Consolidated 
Gas Electric Light and [17190] Power Company of Balti¬ 
more. 

Q. When you say that you think it could be so looked 
at, do you mean it is ordinarily not so looked at? A. No, 
I did not intend to so mean. I meant that perhaps one engi¬ 
neer would classify it as transmission facilities and another 
engineer distribution facilities. 
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Q. I thought you testified on your direct that it was a 
transmission facility used exclusively by Baltimore Com¬ 
pany as a part of that company’s transmission network 
supplying an area in Maryland outside of Baltimore. 

• • • 

The Witness : I did so testify. 

• • • 

[17216] Q. Let me see if I understand that now. With the 
exception of these fluctuations in capacity services rend¬ 
ered, which you have stated do affect the amounts billed 
under Exhibit 382, do I understand that fluctuations in the 
other electric services which you say are rendered do not 
affect the dollar amounts of the bills unless power factor 
falls below .85 or voltage departs more than a specified 
amount from a stipulated figure? A. That is correct so 
long as it is understood that the services could not have 
been rendered except that these other services were pro¬ 
vided at Safe Harbor and Holtwood plants. 

Q. Do I understand you, then, as saying that the rendi¬ 
tion of these other services is a necessary incident to the 
supply of energy for which the dollar amounts are billed? 
A. Absolutely. 

• • • 


[17270] H. ZINDER 

• • • 

Cboss Examination (resumed) 

By Mb. Goldbebg : 

Q. Mr. Zinder, in your Exhibit 319, page 1, in the sec¬ 
ond paragraph, you talk about cost as used in your study as 
including the cost of purchased power and energy. Do you 
see that? A. Yes. 

Q. Does that mean that you have not included the cost 
of voltage, reactive, power factor cooperation, phase and 
frequency? A. I was dealing there with costs of power 
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and energy. In my mind that would include, let me say, any 
electrical services that were purchased for which a cost 
was shown on the books of the company. 

Q. In other words, it included these elements I men¬ 
tioned? A. All I can say is that it went into the various 
services rendered and the cost incurred—various services 
received and the costs incurred in connection with it, and I 
[17271] considered those costs. 

Q. And that was all covered by this phrase ‘‘Power and 
Energy”? A. That is what I intended to have it cover, 
yes. 

Q. And you intended by that phrase to cover voltage, 
reactive, power factor cooperation, frequency and the other 
services; is that right? 

* # * 

The Witness : I would say yes, all services purchased. 

* # « 

[17272] Q. Now, I take it that the cost figures you have 
used in your exhibit or rather the figures you have used as 
cost in your exhibit have been accepted by you without as¬ 
suming any responsibility for their accuracy? A. More 
specifically the cost figures received from the company 
shown in column 1, Schedule B, Table 1 and column 1, 
schedule B table 2,1 take no responsibility for. I might add 
the same is true with respect to the cost figures shown on 
schedule A, table 1, column No. 1 and schedule A, table 2, 
column 1. Those cost figures were taken from Exhibit 64. 

Likewise in that case I take no responsibility for those 
figures. 

# # * 

[17310] Q. Now, in that data supplied by Mr. George 
Diehl, he proposed certain allocations between 25 and 60- 
cycle equipment of the operating and production expenses; 
is not that so? [17311] A. Yes, let me get the question 
again, please, to be sure I have answered it properly. 

(Question read.) 


2056 


H. Zinder, Cross 


The Witness: He indicated what to him might be the 
basis for allocating certain expenses, production and oper¬ 
ating expenses. 

By Mb. Goldberg: 

Q. And did you employ the allocations he proposed? 
A. I employed it by using it as a basis for reaching my 
own conclusions. 

Q. Will you use one of his proposed allocations as an 
illustration and tell us whether you used that one as he 
proposed it, or whether you modified it in any regard? 
A. I arrived at a judgment figure on an over-all basis 
of 76 per cent of the hydro plant operating expenses as 
properly allocable to 25 cycle. Mr. Diehl’s memorandum 
discusses the possibility of a portion of the expenses being 
on a 75 per cent basis, others on an 80 per cent basis, and 
I just considered that not item by item but on an over-all 
basis and I reached a judgment basis of 76 per cent. 

Q. Well, your judgment was based upon the informa¬ 
tion he had supplied you, right? A. As part of the in¬ 
formation that I received. 

Q. Well, what other information did you have that pro¬ 
vided you with a basis for modifying Mr. Diehl’s judgment 
with [17312] respect to the appropriate allocation between 
25 and 60 cycle equipment of production and operating ex¬ 
penses? A. Well, first, I do not know that I modified 
his judgment. He did not come out with an over-all figure. 
I do not know what his over-all figure would be if he made 
such an allocation but it would probably be somewhere be¬ 
tween 75 per cent and 80 per cent, if you take his statement 
here. I have used 76 per cent. 

In addition to talking to Mr. Diehl and getting this 
memorandum, I talked to other plant people. 

Q. Who were they? A. Mr. Stabley, T. C. Stabley, 
station superintendent at Holtwood, and I talked to Mr. 
Loane. 

Q. Were they the only plant people with whom you 
discussed the allocation of production and operating ex- 
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penses as between the 25 and 60 cycle equipment? A. 
Let me put it this way; they were the principal ones I dis¬ 
cussed it with, as you recall, Messrs. Diehl, Stabley and 
Loane. 

Q. And what Mr. Diehl told you is embodied in that 
letter which is part of your working papers ? A. Right. 

Q. What did you learn from Mr. Stabley with respect 
to the appropriate segregation of costs as between 25 and 
60 cycle equipment, that is production and operating costs? 
[17313] A. I do not recall exactly what I learned from it. 
I discussed first of all, with him as I recall, whether he 
could not segregate his personnel, and how much of his cost 
he could segregate, how he worked his maintenance pro¬ 
gram, and points of that kind were discussed. I just used 
that as part of my basis of arriving at my own judgment in 
the matter. 

Q. Did he segregate his personnel on a 76 per cent 
basis? A. He stated he could not segregate his person¬ 
nel as between 25 and 60 cycle operations. 

Q. How much of his costs could he segregate as be¬ 
tween 25 and 60 cycle operations, did he say? A. I do 
not recall that he went into what particular items of the 
production expense he felt could be directly allocated. 

I reached a conclusion after discussion with him that 
as a whole, it could not be done on the basis of getting speci¬ 
fic cost records, that it would have to be done on a judg¬ 
ment and allocation basis. 

Q. Now, did Mr. Stabley express any judgment as to 
what percentage of the costs were allocable to 25-cycle and 
what percentage was allocable to 60-cycle? A. No, I 
do not recall raising that question with him on an over-all 
basis. 

Q. Now, what did he tell you about how he worked his 
[17314] maintenance program as it bore on the determina¬ 
tion of an allocation of production and operating expenses 
between 25 and 60-cycle equipment? A. I do not recall 
specifically on that except that I felt satisfied with the con- 


2058 


H. Zinder, Cross 


elusion that even maintenance expenses could not be al¬ 
located strictly in accordance with the number of units, that 
the number of units might be a predominating or largely 
determining factor, but you could not actually say that the 
maintenance expense would specifically vary in that rela¬ 
tionship. 

Q. So that is it not fair to state that as far as Mr. 
Stabley’s information was concerned, it did not help you 
very much in arriving at your judgment allocation of pro¬ 
duction and operating expenses as between 25 and 60 
cycle ? 

Mr. Sparks: Was it Mr. Stabley or Mr. Diehl? 

Mr. Goldberg: Stabley is the man we have been 

talking about. 

The Witness: I would say it was very helpful to me. 
Even a negative answer is an answer which is helpful to 
me. 

By Mr. Goldberg: 

Q. When Mr. Stabley told you he could not segregate 
the personnel as between 25 and 60 cycle equipment, how 
did that help you in arriving at 76 per cent? A. That 
helped me reach the conclusion that it would have to be 
a judgment figure no matter who did it. 

[17315] Q. But it did not help you in arriving at what that 
judgment should be? A. Well, other discussions with 
him helped me with that. 

Q. What other discussions helped you in concluding 
that they should be 76 per cent? A. I would say my dis¬ 
cussions with him as to the general behavior of the produc¬ 
tion expenses. I would recall that as far as he was con¬ 
cerned, there was a general agreement that an allocation 
on the basis of number of units, for example, and giving 
that considerable weight he would agree with, as far as I 
recall my conversation. He did not give me any final an¬ 
swer. That I reached myself, and I did not, or do not recall 
asking him for an over-all answer. 
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Q. What did he tell you about the general behavior of 
the production expenses that was helpful in arriving at the 
76 per cent? A. Take, for example, maintenance. If an 
allocation was to be made predominating weight would be 
proper to the number of units involved. I think there was 
not an identity but a fairly close agreement between Mr. 
Stabley’s views as I discussed them, and Mr. Diehl’s views 
as set forth in this memorandum. 

Q. So you got no more out of Mr. Stabley than you got 
out of Mr. Diehl; is that right? [17316] A. Well, I got 
something out of both of them. I cannot say how much 
from one or the other. 

Q. All you got out of Mr. Stabley, as I understand it, 
was that if you were to go ahead on a number of unit bases, 
he would feel that that was a fair basis; I think that is 
right? A. I got out of Mr. Stabley, looking at it that 
way, and I believe this is a supposition—that if I made an 
allocation of 80 per cent, that would be as high as I could 
allocate to 25 cycle, and that 75 per cent would be about 
as low. 

Now, I would say that both Mr. Diehl and Mr. Stabley 
were of the opinion that it might fall within those limits. 

Q. Are you saying that Mr. Stabley actually expressed 
the view that the allocation of production and operating 
expenses as between 25 and 60 cycle equipment was some¬ 
where between 75 per cent as a minimum and 80 per cent 
as a maximum? A. No, I did not say that. I answered 
the question I thought that you put to me, and it required 
an assumption, and I made the assumption. 

Q. But Mr. Stabley never expressed any percentage 
to you, did he? A. No, and I have said that. 

Q. Did you ask him to express any percentage? A. 
I do not recall. 

Q. You were interested, however, in ascertaining what 
[17317] percentage he might have in mind, right? A. 
Yes. 
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Q. But you do not recall whether you asked him that? 
A. Right. I might say I was interested in going into the 
details with him. 

Q. Did Mr. Loane express an opinion as to the per¬ 
centage that might be properly allocable to the 25-cycle 
equipment and to the 60-cycle equipment of the production 
and operating expenses? A. Yes, I think he expressed 
an opinion in our discussions. I am trying to recall now 
whether it was on an over-all basis or for operation and 
maintenance separately, but I do not remember. 

Q. Do you recall what percentage he expressed ? A. 
No. 

Q. So, essentially it was Mr. Diehl’s information that 
you relied on in arriving at your judgment; is not that a 
fair statement? A. Well, I gave most weight to that. 

Q. Even though Mr. Diehl did not arrive at an over-all 
percentage, did you reach the conclusion in considering the 
percentages he did arrive at, that they were accurate? 
A. No, I reached the conclusion that you could not get any¬ 
thing accurate in the sense of knowing exactly what was 
spent in terms of operation or maintenance on 25 as against 
[17318] 60 cycle. 

Q. Do you know’ what basis Mr. Diehl followed in 
arriving at his percentages ? A. I asked him to set those 
down, and they are set down in this memorandum. 

Q. Is it your statement that you have in that memoran¬ 
dum sufficient information to enable you to reach an inde¬ 
pendent judgment as to the percentage allocations ex¬ 
pressed by Mr. Diehl? 

• • * 

Mr. Sparks: Is that question clear to you, Mr. 

Zinder? 

The Witness: I think it is. 

I interpret the question in this way: Did I rely on that 
alone, or rather, could I by this alone reach an independent 
judgment? 
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By Mr. Goldberg: 

Q. As to the percentages expressed by Mr. Diehl? 

Mr. Sparks: Now, Mr. Examiner, just a minute. 
What is the relevance here of this witness’ independent 
judgment as to the accuracy of the conclusions reached 
by Mr. Diehl? I see no relevance, and I object to that. 

Mr. Goldberg: I think I can explain that, and it 
should be obvious. Here is information that he is re¬ 
lying on, and the question is, whether that information 
is sufficient as a basis for his own judgment. 

[17319] Mr. Sparks: That is not the question. If that is it, 
I have no objection. 

Mr. Goldberg: I will have to ask the questions in 
my own way. 

Mr. Sparks : I think the questions ought to be clear 
and proper. 

Trial Examiner: The objection is overruled. 

The Witness : I felt I needed more than this memoran¬ 
dum to arrive at an independent judgment and sought, and 
did get more. 

By Mr. Goldberg: 

Q. And the more you sought, and did get, is the infor¬ 
mation that you mentioned that Mr. Stabley gave you, 
right? A. And discussions with Mr. Loane. 

Q. Now, what did Mr. Loane tell you that contributed 
to your store of knowledge that enabled you to determine 
what allocations should be made of production and operat¬ 
ing expenses as between 25 and 60 cycle equipment? A. 
He furnished no specific information in terms of dollar 
figures that I recall. We discussed the problem in relation 
to the operation of the plant, what he knew of the operation 
of the plant, what his judgment was and I used that in 
arriving at my own judgment. 
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Q. But you cannot remember what his judgment was? 
A. No, I do not recall offhand as to what figures—[17320] 
I did not put them down in writing—that he gave me. 

Mb. Spabks: What was the answer, please? I do 

not know whether it is complete. 

(Record read.) 

By Mb. Goldbebg: 

Q. You do not know whether Mr. Loane’s percentage 
was expressed as an over-all percentage, either, right? 
A. No, I do not recall specifically. 

Q. Now, -what did Mr. Loane tell you about the opera¬ 
tions of the plant that helped you arrive at this 76 per cent? 
A. I do not recall. 

Q. What do you recall about what he told you that 
helped you? A. I recall we discussed the question of 
how the plant was operated. 

Q. What did he tell you? A. In terms of the labor 
and employment. He did not go into detail on that. 

I also was testing my own tentative conclusions with 
what conclusions he might have with regard to items. For 
example, I recall specifically discussing with him also the 
question as to whether it would be proper in his judgment 
to separate operation and maintenance and take main¬ 
tenance on a straight number of unit basis. All questions 
I thought that vrould be helpful to me in discussing the 
problem of what [17321] was a proper basis of allocating 
that item. 

* * * 

[17488] Q. Do you know how the 25 cycle hydro equipment 
is operated during periods of extremely low flow? A. 
No, I do not at the moment recall. 

Q. Well, do you know whether or not the 25 cycle hydro 
equipment during such periods is operated independently 
of other transactions on the interconnected system? A. 
I could not answer that. I did not make any study of the 
matter. 
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Q. Does that mean that you are of the opinion that in 
an interconnected system you would expect the 25 cycle 
hydro equipment to be operated independently of what is 
occurring on that interconnected system? A. I cannot 
answer that question. It appears to me to be of a very 
general nature, and I could not answer that [17489] with¬ 
out more information. I would like to say that in this cost 
allocation, as I stated at the outset, I took and lifted Penn 
Water out of the interconnected system and treated it as a 
single unit, as a single corporation, looking at its transac¬ 
tions and its costs. That was part of the problem to take 
Penn Water alone, starting with that first basic premise 
and then determining what was necessary in order to ar¬ 
rive at the costs or Penn Water’s costs for service to Balti¬ 
more by determining what those services were and what 
the costs were related to them. 

Q. All right. Now, when you lifted Penn Water, as 
you say, out of the interconnected system and considered 
it as a self-contained unit, did you restate the operations 
of Penn Water to meet that assumed condition? A. 
I made no restatement of operation. I simply took the 
facilities as I found them. The transactions over those 
facilities as I found them. 

Q. In other words, you took the facilities and the 
transactions as they are found as part of an interconnected, 
coordinated system and made a cost allocation based on 
Penn Water as not being part of that interconnected and 
coordinated system; is that right? A. That is not so. 

Q. Now, when you lifted Penn Water out of that inter¬ 
connected system and considered it as a self-contained 
whole, [17490] did you consider the costs in relation to 
operations of Penn Water as part of an inter-connected, 
coordinated system? A. I took their costs as I found 
them. 

Q. And they are costs incurred in operating as part of 
a coordinated interconnected system, right? A. Yes. 
Now, for my purpose—and by my purpose I mean in con- 
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nection with determining the costs of service to Baltimore 
—I was only interested in a portion of those costs. 

Now, the 25 cycle costs were not involved in inter¬ 
change; there was no interchange with respect to 25 cycle 
3 phase service. I took the 25 cycle costs as I found them. 

Q. Did you determine the relationship of the 25 cycle 
service to Baltimore to the operations of the interconnected 
and coordinated system? A. It was not necessary. 

Q. You did not do it? A. I did not do it because 
it was not necessary. 

Q. And you did not consider it necessary even though 
the interconnected system was operated as a unified power 
pool? A. I would say my answer to that is yes, based 
upon or in relation to a determination or study such as I 
have presented here. 

* * * 

[17492] Q. On page 3 you say some of the agreements are 
joint with one or more of these other suppliers with vary¬ 
ing degrees of responsibility and obligations on the part 
of the parties. 

Which agreements did you conclude were joint? 

• * # 

[17493] The Witness: First let me say that my U6e of the 
term “joint” as I stated before is where another party is 
involved or is a party to the contract. I considered the 
agreement with the Pennsylvania Railroad as being a joint 
agreement. 

# * • 

[17494] The Witness: I believe that Safe Harbor is a 
party to the Pennsylvania Power and Light Company con¬ 
tract, to the Metropolitan Edison contract— 

By Mb. Goldberg : 

Q. The new one or the old one? Do you have copies 
of the exhibits before you? If not, I can give them to you 
because that would help you in answering. 

The Witness : All right, if you will. 
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In answer to your question as to the Metropolitan Edi¬ 
son it appears that Safe Harbor is not a party to the new 
contract. 

By Mb. Goldberg : 

Q. Exhibit 72 in this proceeding? A. I am looking 
now at Exhibit 72, which is the contract between Metro¬ 
politan Edison and Pennsylvania Water and Power Com¬ 
pany dated Nov. 15, 1945. 

Q. Your reference to Metropolitan Edison was related 
to Exhibit 71, was it not? A. To Exhibit 71, that is 
right. Safe Harbor is a party to the Coatesville contract 
which is with the Philadelphia Electric Company and that 
is Exhibit 73; and also to the supplemental agreement be¬ 
tween the same parties which is Exhibit 74. 

Safe Harbor is also a party to the agreement with the 
[17495] Pennsylvania Power and Light Company, which 
is Exhibit 76. 

• • # 

[17498] Q. Now, when you say more than one party in¬ 
volved, does that mean you ascertained whether all the 
parties to the contract were actually supplying energy? 
A. No, I did not. 

• « # 

[17501] Q. You have never before in your consideration 
of Penn Water’s contracts and Safe Harbor’s contracts 
referred to them as joint agreements; is not that so? A. 
I do not recall that I ever had or that I haven’t. That goes 
back quite a way when you say 4 ‘never before”. 

Q. Up to this proceeding you have been of the opinion 
that Safe Harbor sold electric energy to only two cus¬ 
tomers, Consolidated and Penn Water; is not that right? 

• • « 

The Witness : I do not recall that I ever made a con¬ 
clusion of that character. I do not recall that I have ever 
been called upon to make one. 



2066 


H. Zinder, Cross 


By Mb. Goldbebg : 

Q. I would like to show you Exhibit “X” in Docket 
IT-5914, being the Safe Harbor Water Power proceeding, 
which was Exhibit 18 in Docket No. IT-5494, being the first 
Safe [17502] Harbor rate case proceeding before the Com¬ 
mission, and to the first page of that exhibit. 

That is a report, is it not, on the property, operations 
and contracts of Safe Harbor Water Power Corporation? 
A. That is right. 

Q. And that is a report which you signed, is it not? 
A. Right. 

Q. I direct your attention to the last page thereof. 
A. Right. 

Q. You signed that at the time you were with the Fed¬ 
eral Power Commission and were chief of the Division of 
Rates and Statistics; is not that so? A. Yes, sir. 

Q. Now, referring to page 1 of that report, the first 
paragraph, you say there, don’t you: 

“The energy generated at this plant is sold under 

long term contracts to the Consolidated Gas Electric 

Light and Power Company of Baltimore and to the 

Pennsylvania Water and Power Company.” 


The Witness: That is right, as an introductory state¬ 
ment. 

By Mb. Goldbebg : 

Q. I shall get to the others, Mr. Zinder. The plant 
you were there referring to was the hydro-electric generat¬ 
ing [17503] plant of Safe Harbor Water Power Corpora¬ 
tion, is not that right? A. That is right. 

• • # 

[17509] Q. Referring to page 14 of that exhibit, the sec¬ 
ond paragraph, you there state, do you not: 

“Besides the generation of electric energy in the 
hydroelectric and steam plants at Holtwood, the com- 
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pany purchases one-third of the output of the Safe 
Harbor plant.” 

A. That statement appears on page 14 of the document 
which you have handed me. 

Q. Is there any doubt in your mind you were there 
referring to Holtwood Company? 

# * * 

The Witness: The company there referred to is the 
Pennsylvania Water & Power Company. 

♦ ♦ # 

[17513] Q. Now, referring to page 39 of that same docu¬ 
ment under the section entitled “Other System Contracts,” 
this statement is made, is it not: 

“In addition to the contract for the construction 
and operation of the Safe Harbor Plant, the Safe Har¬ 
bor [17514] Water Power Corporation is a party to 
several other contracts and agreements. These con¬ 
tracts do not provide for any direct sales by Safe 
Harbor for, as previously pointed out, its entire output 
is sold to the Baltimore and Holtwood Companies. 
However, these contracts are important to Safe Har¬ 
bor as they have affected the design, construction and 
operation of the plant to a considerable extent.” 

A. That statement that you read appears on page 39 
of the document under the heading, or under the major 
heading of “Other System Contracts” and the subheading 
“Pennsylvania Railroad Company Contract.” 

Q. Referring to page 40 under the subheading “Other 
Contracts,” of this section that we are talking about, there 
are listed the—I better read it, rather than paraphrase it. 
This appears, does it not: 

“The Safe Harbor Water Power Corporation is 
also a party to several contracts for the supply of elec¬ 
tric energy and power to certain other utilities operat¬ 
ing in the State of Pennsylvania. Most of these con- 
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tracts were originally entered into by Holtwood, but 
in recent years Safe Harbor has become a party 
thereto, although the agreements are carried out prin¬ 
cipally by Holtwood and Safe Harbor might be said 
to be a silent partner.” That appears there, right? 

[17515] A. That appears at the point you designated in 
the document. 

Q. And then the contracts are listed on page 40 con¬ 
tinuing over to the top of page 41, right? A. Certain 
contracts are listed following that statement on page 40 
and continuing on page 41, yes. 

Q. These contracts are listed as the contract of May 1, 
1933, between Penn Water, Safe Harbor and Pennsylvania 
Power & Light Company for the supply of electric power 
and energy to the Lancaster System of P. P. & L.; the 
agreement of June 11, 1934, between Penn Water, Safe 
Harbor and P. P. & L. relative to the Safe Harbor-Donegal 
connection and the facilities to be provided by each party; 
as well as the letter agreement of April 28, 1939, between 
Penn Water, Safe Harbor and P. P. & L. relative to the 
provisions in the above contract pertaining to the parallel 
operation of the Lancaster Division with the main system 
of P. P. & L. Company and for the furnishing of certain 
other services, as well as the contract of August 1, 1933, 
and the supplement of December 13, 1938, between Penn 
Water, Safe Harbor and Philadelphia Electric Company 
for the supply of electric power and energy to the Coates- 
ville System of Philadelphia Electric Company and, finally, 
the contract of January 1, 1935, between Edison Light & 
Power Company, Met Edison and Pennsylvania Water & 
Power Company and Safe Harbor for the supply of energy 
and power to York, [17516] Pennsylvania, and vicinity, 
isn’t that right? I have correctly described the contracts 
that are listed as the “Other contracts” on pages 40 and 
41, right? A. That is a statement of the contracts listed 
under the statement you read appearing on pages 40 and 
41 of the document. 
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Q. Now, following the description of these contracts 
on page 41 yon state, do yon not: 

“As previously pointed out, although Safe Harbor 
is a party to these contracts and furnishes a part of 
the power and energy, the actual sales are made by 
Holtwood which collects the revenue.” 

A. That statement appears on page 41. 

Q. And on page 44 under Section 8 entitled “System 
Power And Energy Transactions In 1938” and the sub¬ 
heading “Safe Harbor to Baltimore and Holtwood,” you 
state: 

“As previously brought out the Safe Harbor Com¬ 
pany sells its entire output under a long term contract 
to Baltimore and Holtwood.” 

A. That statement appears at the point in the document 
you designated. 

Q. Now then, on page 44 again you show in a tabula¬ 
tion, do you not, sales to Baltimore, Pennsylvania Power 
& Light, Philadelphia Electric Company, Edison Light & 
Power Company, and the Pennsylvania Railroad Company 
of kilowatt hours? 

[17517] Mb. Spabks: Where does it say sales, Mr. Gold¬ 
berg? 

Mb. Goldbebg: Let me read what it does say. 

“In 1938 Holtwood generated 757,177,000 kilowatt 
hours and received 332,513,900 kilowatt hours from 
other systems including the purchase from Safe Har¬ 
bor which represented 25.2 percent of its total system 
energy or a total of 1,089,690,900 kilowatt hours avail¬ 
able on the system. It disposed of such energy as fol¬ 
lows.” 

By Mb. Goldbebg: 

Q. I have correctly read that, right? A. That ap¬ 
pears on page 44. 
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Q. And that is an introduction to a tabulation showing 
the disposition of that energy to Baltimore, Pennsylvania 
Power & Light Company, Philadelphia Electric Company, 
Edison Light & Power Company and the Pennsylvania 
Railroad, right? A. That is right. 

Q. Disposition by Penn Water, right? A. Disposi¬ 
tion by Holtwood. 

Q. To Baltimore and other customers, right? A. 
That is right. 

Q. Now then, on page 45 this appears: 

“In addition to the sales by Holtwood, it partic¬ 
ipated in several interchange transactions some or all 

of which involved Safe Harbor energy as follows.’ ’ 

[17518] I have correctly read that, have I not, from page 
45? A. That statement appears on page 45. 

Q. Following that statement is a tabulation which 
names Philadelphia Electric Company, Pennsylvania 
Power & Light Company and Metropolitan Edison and 
shows point of interchange with these companies as Perry- 
ville and Thorndale, Harrisburg and Violet Hill respec¬ 
tively, right? A. That appears after the statement you 
just read. 

Q. Now on page 44 where disposition of the energy by 
Holtwood to Baltimore and other companies is tabulated, 
revenue is shown for such disposition, right? A. There 
is a column headed “Revenue,” yes. 

Q. And there is a column with respect to the inter¬ 
change referred to on page 45, the tabulation on page 45 of 
the exhibit headed “Amount of settlement,” isn’t that so? 
A. There is such a column on page 45. 

Q. Now then, I want to show you Exhibit 24 in Docket 
No. IT-5914, which is entitled “Supplemental rate report, 
property operations and contracts of Safe Harbor Water 
Power Corporation.” You recognize that document, don’t 
you? A. The document looks familiar. 
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Q. If you look at the next to the last page you find, 
do you not, that you signed it as Chief of the Division of 
Rates and Research? A. I see that. 

[17519] Q. Now referring to the second paragraph on 
page 17 of Exhibit 24 in Docket No. IT-5914, this statement 
appears, does it not: 

“Energy generated at Safe Harbor Plant in 
Pennsylvania is transmitted over these lines into the 
State of Maryland to the vicinity of Baltimore and 
Takoma Park where it is sold by Holtwood and Safe 
Harbor at wholesale to Baltimore.” 

A. That statement appears on page 17 of the docu¬ 
ment I have before me. 

Mb. Sparks : Now, Mr. Examiner, I object to any 
further questions and to the last question with respect 
to what Mr. Goldberg has termed as Exhibit 24 in 
Docket IT-5914. In the first place, there is nothing 
to show that that is the exhibit that was put in in that 
case. Its authenticity is not proved and the same thing 
is true of this so-called Item X which was, according 
to Mr. Goldberg’s statement, Exhibit 18 in the first 
Safe Harbor case. 

This witness has been and is being questioned 
about a document which has not been authenticated. 

Trial Examiner: It has been authenticated to the 
extent the witness accepts his authorship of it, isn’t 
that right? 

Mb. Spares: But, Mr. Examiner, that hasn’t been 
authenticated to the extent that it is proved that either 
one [17520] is an exhibit in any other case. All we 
have is Mr. Goldberg’s statement about it. 

Mb. Goldberg : Mr. Examiner, may the witness be 
withdrawn and I will take the stand and authenticate 
the exhibits? 
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Trial Examiner: I don’t think that the description 
of the document as an exhibit in a prior proceeding 
is as important as the acknowledgment of the author¬ 
ship of the statements at some prior date by this wit¬ 
ness. 

Mr. Sparks: That is all right, Mr. Examiner, if 
Mr. Goldberg is not going to argue in his brief that 
in Item X, which is in the record in the Safe Harbor 
case in Docket IT-5914 Mr. Zinder made certain state¬ 
ments. If he is not going to argue that, then there is 
no question of authenticity except as they may be docu¬ 
ments which Mr. Zinder signed. 

Trial Examiner: Mr. Witness, do you recognize 
the documents as described by counsel? 

Mr. Goldberg: Both, Mr. Examiner, I take it the 
items I have referred to as Exhibit X by reference in 
IT-5914 and Exhibit 24 in IT-5914? 

Trial Examiner: Yes. 

The Witness : By recognizing the documents, Mr. Ex¬ 
aminer, I recognize the signatures in both cases and do say 
they are my signatures. The first document I recognize as 
a report. I still don’t exactly recall it in detail. 

[17521] Trial Examiner: Did you qualify each of 
these documents, do you recall, for admission in a 
prior proceeding? 

Mr. Sparks: You mean did he testify, Mr. Ex¬ 
aminer? 

Trial Examiner : That is correct. 

The Witness: My best recollection is, and I am quite 
certain of that, that I did not testify in either of these two 
proceedings. 

By Mr. Goldberg: 

Q. Mr. Dunstan testified in IT-5494 and Mr. Fosdick 
testified in IT-5914 and sponsored each of those exhibits, 
is that right? A. That is my impression— 
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Mb. Sparks: Wait a minute, let’s get the question 
first. I don’t think the witness understood the last 
part of the question. 

Trial Examiner: All right, read the question. 
(Question read.) 

The Witness : Well, Mr. Dunstan testified with regard 
to the first in Docket IT-5494. 

Mr. Sparks: With regard to that exact document, 
Mr. Zinder? 

The Witness: That I would have to check. I know 
that Mr. Fosdick testified in Docket IT-5914. My best re¬ 
collection is I did not testify in either of those dockets or 
cases. 

Trial Examiner: Now, unless it is absolutely nec¬ 
essary [17522] I do not wish to have counsel taking 
the witness chair. Is there any other way in which 
counsel could establish that? 

Mr. Goldberg : Yes, I can bring the official records 
of the Commission in. 

Trial Examiner: Suppose you do that. You could 
do that after the luncheon recess. 

Mr. Goldberg : It would have to be after the lunch¬ 
eon recess. 

Trial Examiner: Suppose we proceed on that 
basis and have the original exhibits produced. 

Mr. Goldberg : Let me inquire, are counsel for the 
respondents actually questioning the authenticity of 
the copies I have here as being accurate copies of the 
exhibits in the official records of the Commission? 

Mb. Sparks : Yes, we are, Mr. Examiner. 

Mr. Goldberg: All right. 

Mr. Sparks: I don’t know whether those docu¬ 
ments which Mr. Goldberg has been questioning the 
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witness about are either the exhibits that were intro¬ 
duced in those cases or are true copies; we don’t know 
that. 


Trial Examiner: All right. 

Mr. Sparks: We have had no opportunity this 
morning to examine either one of those documents and 
this morning is the first time any reference was made 
to either one of them on this cross-examination. 

[17523] Trial Examiner: All right. 

Mr. Goldberg: I suggest, Mr. Examiner,— 

Trial Examiner: If counsel can assure the Ex¬ 
aminer it is his belief that when the original copies of 
the exhibits are produced they will prove to be exact 
copies— 

Mr. Goldberg: That these will prove to be? 

Trl.\l Examiner: Yes. 

Mr. Goldberg : No question in my mind about that. 

Trial Examiner: All right, then, the objection is 
overruled as directed to this line of questioning in so 
far as it relates to the authentication of these two docu¬ 
ments, pending the production of the original exhibits. 
I mean by that, if on the production of the original 
exhibits it should prove these are not exact copies then 
some remedial steps will be taken. 

Is there a pending question? 

Mr. Sparks : I believe the question was answered. 

Trial Examiner : Let us have the record read. 
(The record was read.) 

Mr. Sparks: May I have a continuing objection, 
Mr. Examiner, to any further questions with regard 
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to what has been referred to by Mr. Goldberg as Exhi¬ 
bit 24 in IT-5914? 

Trial Examiner: Yes. 

By Mr. Goldberg: 

Q. Mr. Zinder, the lines there referred to are the 
[17524] 220 Kv. lines, are they not? A. The statement 
which you read appearing on page 17 of this document 
refers to two circuits operating at 230 Kv. connected di¬ 
rectly with two circuits of Holtwood Company running to 
Baltimore. 

Q. We now speak of them as 220 Kv., do we not? A. 
Yes, I believe that is right. 

Q. This appears, does it not, at the bottom of page 
17 and top of page 18: 

“The 25 cycle 13.3 Kv. energy transmitted from 
Safe Harbor to Conestoga Substation is stepped up to 
132 Kv. for transmission by Holtwood to various 
points from Conestoga Substation in Pennsylvania, to 
Perryville Substation in Maryland where it is sold to 
the Railroad by Baltimore. Four 132 Kv. 25 cycle, 
single phase, transmission lines owned and operated 
by Holtwood for this purpose run between these two 
points. Energy is also purchased by the Railroad at 
Conestoga for transmission over its own transmission 
lines running from Conestoga to Harrisburg, Pennsyl¬ 
vania, to Coatesville, Pennsylvania, and also to Perry¬ 
ville, Maryland. ’ ’ 

I have correctly read that, haven’t I? 

A. The statement you read appears at the bottom of page 
17 and the top of page 18 of the document you have sub¬ 
mitted [17525] to me. 

Q. You state, do you not, on page 18: 

“Energy is also sold by Holtwood to the Edison 
Light and Power Company at York, Pennsylvania, and 
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to the Philadelphia Electric Company at Coatesville, 
Pennsylvania, over the 2-circuit 70 KV transmission 
lines running from the Holtwood plant”? 

A. What you read is a portion of the last paragraph begin¬ 
ning on page 18 of the document before me. 

Q. You do not there say, do you, that the energy is 
also sold by Safe Harbor? A. There is nothing in that 
statement saying that energy is also sold by Safe Harbor. 

Q. At the top of page— A. Pardon me, could I go 

back to page 18? 

Q. Yes. A. All right. 

Q. At the top of page 25 of Exhibit 24 you state, do 
you not: 

“The contract between Holtwood and Baltimore 
as it is modified is similar to the agreement under 
which Safe Harbor sells all of its power and energy 
to Holtwood and Baltimore in that it is largely inde¬ 
pendent of the amount of power and energy supplied.” 

You so state, do you not? 

[17526] A. That is a portion of the paragraph appearing 
on page 25 of the document before me. 

Q. Do you want to read the balance of the paragraph? 
A. I don’t want to read it. 

Q. I just want you to know you are at liberty to read 
any additional portions you wish. A. I just wanted the 
record to show that it is not an entire paragraph. 

Q. Yes. The balance of the paragraph isn’t necessary 
for that first sentence, the first sentence is an accurate 
sentence without the balance of the paragraph, isn’t that 
so? A. Well, I am not sure, I would have to study it a 
little bit more. 

Q. Then let’s read the balance of the paragraph so 
that nobody will have any doubts. Continuing the para¬ 
graph on page 25, you state, do you not: 

“Thus, a reduction in Holtwood’s operating ex¬ 
penses as a result of reduction in the cost of service 
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supplied to Holtwood by Safe Harbor would auto¬ 
matically reduce the cost of service to Baltimore”? 

A. What you have read is the balance of the first para¬ 
graph appearing on page 25 of that document. 

Q. Referring to page 27 there is a table entitled: 
“Table 8, Safe Harbor Water Power Corporation, Docket 
IT-5914, Revenue from Energy Sales 1938-1943, Inclusive,” 
isn’t [17527] that so? A. That heading appears on page 
27 of the document. 

Q. And it has seven columns, right? A. Correct. 

Q. The first column is “Year;” the second is “Sales 
to;” the third is “Kilowatt hours;” the fourth is “Percent 
of total;” the fifth is “Gross revenue;” the sixth is “Per¬ 
cent of total;” and the seventh is “Average revenue cents 
per kilowatt hours.” A. Those are the seven col umns . 

Q. Under the second column “Sales to” there is shown 
Baltimore and Holtwood companies, right? A. There is 
shown Baltimore and Holtwood. 

Q. Those are Baltimore and Holtwood companies, 
right? A. I assume so. 

Q. Those are the only sales shown for Safe Harbor, 
right? Al. There are no other sales listed under the 
column “Sales to.” 

Q. On page 28 there is a tabulation entitled “Table 9, 
Safe Harbor Water Power Corporation, Docket IT-5914, 
Holtwood Sales of Energy 1938-1943, inclusive,” isn’t that 
so ? Au The title appears at the top of Table 9, page 28. 

Q. And Column 2 of that table is entitled “Pur¬ 
chaser,” right? [17528] A. That is correct. 

Q. And the purchasers are shown in each of those 
years as Baltimore, Pennsylvania Power & Light Company, 
Philadelphia Electric Company, Edison Light & Power 
Company and Pennsylvania Railroad Company? A. 
That is right. 

Q. Turning now to page 29 we find another table, do 
we not, entitled “Table 10, Safe Harbor Water Power 
Corporation, Docket IT-5914, Interchange Transactions by 
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Holtwood, 1938-1943, inclusive,” isn’t that so? A. That 
title appears at the top of Table 10 on page 29 of the docu¬ 
ment. 

Q. And the companies with whom the interchange 
transactions take place are listed as Philadelphia Electric 
Company at Perryville and Thomdale, Pennsylvania 
Power & Light Company at Harrisburg and Metropolitan 
Edison Company at Violet Hill, isn’t that so? A. The 
companies you named are those listed in Column 2 of that 
table. 

Q. And on Tables 9 and 10 Safe Harbor isn’t men¬ 
tioned, isn’t that so? A. Safe Harbor’s name appears 
at the top of the table. 

Q. Well, as a purchaser or seller? A. It isn’t men¬ 
tioned as a purchaser and is not listed in Column 2 labelled 
‘ 4 Company.” 

[17529] Q. Of Table 10? A. Of Table 10. 

Q. And the appearance of Safe Harbor is in connec¬ 
tion with the designation of the proceeding, the appearance 
of the name “Safe Harbor”? A. I assume so. 

Q. Now then, referring to page 30 there is a table en¬ 
titled “Table 11, Safe Harbor Water Power Corporation, 
Docket IT-5914, Sales to Railroad for Years 1938-1943, 
inclusive,” isn’t that so? A. That title appears on page 
30. 

Q. And the selling companies to the Railroad on that 
table are shown as being Baltimore Company and Holt- 
wood, isn’t that so? A. Column 2 of the table on page 
30 under the heading “Selling company” has only two 
names, Baltimore and Holtwood. 

• • • 

[17537] Me. Spabks: Mr. Examiner, we are pre¬ 
pared with some redirect at this time, but I think you 
will realize that the character of the cross-examination 
today, up to now, has been such that we could not under 
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any circumstances be prepared to go forward with re¬ 
direct with regard to that cross examination. 

Trial Examiner : Will you specify what cross ex¬ 
amination you have reference to? 

Mr. Sparks: I will be glad to. I refer specifically 
to the cross examination by counsel for the staff relat¬ 
ing to Exhibit X in the Safe Harbor case, IT-5914, 
which contains 40-some pages, and to cross examina¬ 
tion by counsel for the staff with regard to Exhibit 24, 
in the Safe Harbor [17538] rate case, IT-5914, which 
documents were first referred to in this record this 
morning. We have had no opportunity to examine 
those two documents, nor have we had an opportunity 
to examine the direct testimony or the testimony given 
under cross examination, if there was any, of the wit¬ 
nesses who sponsored those two exhibits in IT-5914, 
and in the earlier Safe Harbor case, where I under¬ 
stand the document referred to as Exhibit X was also 
an exhibit. 

It will be necessary for us, if we are to have a 
reasonable opportunity to complete the redirect testi¬ 
mony of this witness, to examine the testimony of the 
witnesses who sponsored those two exhibits and to 
examine those two exhibits. We have not, as I say, 
had an opportunity to do that, and it is unreasonable 
to require us to go ahead with redirect based on this 
morning’s cross examination, without our having an 
opportunity to make that study and to give considera¬ 
tion to those documents and to today’s transcript. 
[17539] Trial Examiner: Why do you refer to the 
testimony of the witnesses in the prior proceeding? 

Mr. Sparks: Because we don’t know, Mr. Exami¬ 
ner, at this time, whether the testimony of the wit¬ 
nesses who sponsored those two exhibits has any bear¬ 
ing on the redirect of this witness with relation to his 
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cross-examination this morning. We don’t know until 
we examine that testimony. They qualified the exhibits 
in that proceeding, presumably, but we have had no 
opportunity to even determine that, let alone to deter¬ 
mine what they said. 

Mb. Goldbebg: May I be heard, Mr. Examiner? 

Mb. Spabks : And let me say one other thing, Mr. 
Examiner. This witness was first on cross-examina¬ 
tion, I think, a week ago. Counsel for the Staff waited 
until the last day before he brought in these exhibits, 
and made it necessary for us to consider those exhibits 
before going forward with redirect. 

Mb. Goldbebg: May I be heard? 

Tbial Examinee : No, I don’t think it is necessary. 

Mb. Goldbebg: I just wanted to address one in¬ 
quiry to counsel for the Respondents through the 
Examiner. 

Tbial Examinee: What is the nature of the in¬ 
quiry? 

Mb. Goldbebg : Counsel for the Respondents stated 
this is the first time today that on the record reference 
has been made to these exhibits. I would like to in¬ 
quire whether today [17540] was his first knowledge 
of those exhibits and his knowledge of their contents. 

Mb. Spabks : My answer to that, Mr. Examiner, is 
an unqualified “yes.” Today is the first time I have 
ever laid eyes on those two exhibits, and it is the first 
time I have ever heard of those two exhibits. 

Tbial Examinee: I don’t see why you should not 
be prepared to conduct redirect examination of the 
witness by Monday morning with regard to those two 
exhibits. 
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Mr. Sparks: I am not sure that we will be, Mr. 
Examiner. You will recall that we have had proposed 
rebuttal testimony, and exhibits served on us. If your 
ruling is to be applied to us with regard to cross-ex¬ 
amination, on those exhibits and on that testimony, 
and if we are to be given an opportunity to prepare 
rebuttal on those exhibits and on that testimony, I 
don’t believe we can be ready by Monday morning with 
this witness. 

Trial Examiner : Well, I will give you until Mon¬ 
day morning. Now, Respondents’ counsel is not single- 
handed. He has here before us the very witness who 
prepared those previous exhibits and who apparently 
is familiar with that in both those previous proceed¬ 
ings. 

Mr. Sparks: We have here before us the witness 
who prepared those exhibits, Mr. Examiner, did I hear 
you say? 

Trial Examiner : Exhibit X and Exhibit 24. 

[17541] Mr. Sparks: No, Mr. Examiner, there is 
no testimony that the witness Zinder prepared those 
exhibits. 

Trial Examiner: He assumed responsibility for 
the preparation of those exhibits, did he not? 

Mr. Goldberg: “Directed and supervised,” ac¬ 
cording to his testimony. 

Mr. Sparks: Whatever the evidence shows, Mr. 
Examiner, it shows. But I am sure it does not show 
that this witness prepared them; and I am sure the 
record does show, this morning, that the witnesses who 
sponsored those exhibits in the Safe Harbor case pre¬ 
pared them, and not this witness. 

Trial Examiner: Well, I think this witness can be 
of sufficient aid to you in preparing for that part of 
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the redirect to justify the Examiner setting Monday 
morning, 10 o’clock, as the time for you to conduct 
your redirect of this witness. 

Mb. Spabks: Let me say, Mr. Examiner, that on 
the basis of Mr. Goldberg’s statement yesterday that 
he would be through with the cross-examination early 
today, the witness Zinder made an appointment to go 
to New York Friday. So that he will not be available 
for any help to me, or to anybody else, in preparing 
his redirect. 

Trial Examiner: When will the witness return 
from New York? Tomorrow evening? 

The Witness : Probably. 

[17542] Trial Examiner: I still set Monday, 10 
o’clock, as the time for your redirect. 

Mb. Sparks : I take exception to your Honor’s rul¬ 
ing and say the ruling deprives Respondents of a fair 
trial because we have not been given a reasonable 
opportunity to prepare redirect. 

* * * 

[17543] Redirect Examination 

By Mr. Sparks: 

• « • 

[17552] Q. At page 16517 you were questioned about the 
possibility of depending on “as, if and when available” 
power to meet firm power commitments. This question fol¬ 
lowed other questions relating to the differences between 
Penn Water’s 60-cycle generation under certain specified 
conditions and the 60-cycle requirements of the Pennsyl¬ 
vania customer loads. Then, at line 16 of page 16518, you 
agreed that “sources that are available only on an as, if, 
and when basis, are not considered by me as firm power 
commitments,” was that your testimony? A. That is 
right, yes. 
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Q. Does that testimony mean that Penn Water cannot 
receive supplemental energy supplies on an as, if, and 
when basis, and use them in connection with its supply of 
firm power loads? A. No, it certainly does not. 

* * * 


[17553] Q. Have you now been informed that there may 
be some misunderstanding of the designation ‘ 4 Manor Sub¬ 
station”? A. Yes, I have. I have now been informed 
that there will soon be a 66 kv Manor Substation in addi¬ 
tion to the 220 kv Manor Substation. 

• • # 


[17563] Further Cross-Examination 

By Mr. Goldberg: 

• • • 

[17573] Q. Does that mean that you did have all of Penn 
Water costs, which it incurs in rendering service to its cus¬ 
tomers? [17574] A. To the best of my knowledge, I 
have. That was what was given to me, and, as I stated, I 
started with those figures and took no responsibility for 
them. 

Q. And they are in column 1 on page 25, Exhibit 319; 
is that right? A. The costs given to me are in Column 1, 
Page 25, yes. 

Q. And those are the costs given to you pursuant to 
your request for all of the costs incurred by Penn Water 
in rendering service to its customers; isn’t that so? A. 
I do not recall the exact nature of my request, but I believe 
it was essentially that. 

Q. That is what you had wanted to make your alloca¬ 
tions, total costs, all costs of service? A. That is right. 
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[17613] GEORGE W. SPAULDING 

• • • 

Cboss Examination 

By Mb. Wahbenbbock : 

• • • 

[17667] Q. Well, maybe it is implicit in your understand¬ 
ing as an engineer, but do I understand that what you 
mean is that for interchange accounting any particular 
amount of electric energy moving from one party to the 
interchange to the other is considered as having the same 
cost as that moving from the second to the first during the 
same hour, but may not have the same cost during different 
hours? 

• • • 

A. The reason I ask is that your question carried a state¬ 
ment about which you and I have been discussing for 
several days, namely, whether the energy and the 
other services actually were transmitted between two 
parties—that is, delivered by one and received by the other, 
and of course, I have continuously stated that they were 
not in [17668] connection with this transaction, I didn’t 
want to encumber the record by going all through that 
again and, therefore, I wanted to point that out before I 
went back and was more specific about the rest of your 
question. With that understanding, I shall be glad to have 
the question read and endeavor to explain it. 

• • • 

A. May I answer it this way: that the costs on the system 
of each party are assumed not to change within a clock 
hour. And that is the reason that we used the net flow in 
that hour. 

By Mb. Wahbenbbock: 

Q. And that assumption of no change within the hour 
does not extend outside the hour and hence you do not 
attempt to net the net of one hour against the net of the 
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[17669] other; is that right! A. That is correct, yes. 
It would be a coincidence, perhaps, if you found the same 
cost on two different hours in the same day. Frequently, 
of course, that coincidence does occur. 

Q. Yes. Then, it is the assumption of the equality of 
cost which is the basis for the netting within the hour? 
A. That is right. Well, may I say the behavior of the costs, 
rather than the assumption of the costs, and I am not using 
behavior in any peculiar sense there. The costs don’t, as a 
rule, change very much within the hour, and while they 
may on one hour change in one direction, perhaps in an¬ 
other hour they may change , in the other direction, and 
for all practical purposes, it is acceptable by the systems 
with which I am familiar, in connection with the inter¬ 
change transactions, to assume, based on the experience of 
the companies, that the costs do not vary within the hour, 
or if they do, such changes do not justify any more ac¬ 
curacy of accounting. 

Q. Then, it isn’t because the gross flows are not actual 
or real, physically, but because of this cost aspect, that 
they are netted within the hour? 

* * * 

[17670] A. So long as we are talking about a single line 
between two parties, I think I would agree. 

By Mb. Wahbenbbock: 

Q. Yes. A. And by single line I mean a single elec¬ 
trical interconnection between the two systems. 

Q. Involving merely actual interchange at that point, 
such as is involved in this testimony at the bottom of tran¬ 
script 16616 and the top of 16617? A. No, because at 
16616 that is not the situation. We have more than one 
interconnection over which the flow of electric services are 
metered separately on the two parallel paths. 

# • * 

[17672] Q. You have spoken in several different connec¬ 
tions of net hourly energy flows. The first reference you 
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made was that on 16595, lines 12 to 15. Now, what I seek 
to ascertain is that generally, in this interchange account¬ 
ing, to which Penn Water is a party, the reason for the 
hourly netting is essentially this cost aspect which you have 
just explained. A. I think that is generally correct, but 
to be sure that I do understand it, when we speak of the 
cost aspects, we have to include, of course, the additional 
accounting that might be required if you attempted to use 
shorter periods of time, the amount of records, the amount 
of manpower, and so forth, which is all a part of these costs 
that we are talking about. After all, we operate our system 
on a practical basis and not on a theoretical basis at all 
times in connection with this accounting. There are certain 
limits to the practicalities of carrying out interchange ac¬ 
counting as distinct from firm power accounting, and we 
have to consider the practical aspects of it, and we do. 
And it was for that reason that I stated, on page 16595, 
that the gross flows of energy have no significance in that 
connection. 

Q. But you don’t mean to say, do you, that there are 
not actual energy flows as measured by the ratcheted mega¬ 
watt hour meter readings on the system? 

• • • 

[17673] The Witness: No, indeed. 

• it 

[17681] Q. Referring, if you will, please, to transcript 
16626, and your answer, which begins on line 9, where you 
say that Mr. Roland’s assumptions are not related to the 
energy accounting used in connection with the billing for 
interchange transactions, do you mean that he has used 
gross energy flows, while the billing is done on the net 
hourly basis? A. The accounting and recording of energy 
is done on a net hourly basis, yes. 

[17682] Q. Whereas he used the gross energy flows? A. 
That is correct, and I don’t know of any use made of those 
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gross figures, and that is the reason I thought they did 
not have significance. 

Q. Yes. But again, in this case, as in the other case, 
you are not denying that the gross energy flows are actual 
electric energy flows! A. I am not denying that the 
meters recorded the kilowatt hours shown, no. 

Q. And that the kilowatt hours flows shown by the 
meters did occur? A. Instantaneously, yes. 

Q. Well, weren’t Mr. Roland’s figures to which you 
were here referring based on integrating meter readings? 
A. That is correct. 

Q. Then, it would not be limited to just instantaneous 
flows? A. It might be. 

Q. Don’t the integrating meters integrate all of the 
flows throughout an hour? A. Well, I am sorry. I see 
you misunderstood my use of the word “instantaneous.” 
I wasn’t thinking in terms of cycles, I was thinking in terms 
of a few minutes. In other words, if you have power flow¬ 
ing in one direction and for a short time you have it flowing 
in the other, [17683] actually, of course, the kilowatt hour 
meters read the proper flow of power for whatever period 
that may be, in one direction, and then in the reverse 
direction. 

Q. And the integrating ratcheted kilowatt hour meter 
readings add up to the total of those flows, however long 
or short in one direction, and the other ones add up to the 
totals of those flows, however long or short in the other 
direction? A. Certainly. 

Q. You are not saying here that those flows didn’t 
actually occur as so added up? A. No, indeed. 

• # • 

[17689] Q. By backfeed you mean flow, from Maryland 
north? A. From Baltimore and Washington Companies 
north. 
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[17709] Q. Directing your attention to transcript 16599 of 
your rebuttal testimony, and particularly to the sentence 
which begins on line 19 and ends on line 23, in which you 
refer to energy originating in Maryland, is the supply of 
electric energy from the Baltimore Company accompanied 
by the supply of any other electric services transmitted 
from Maryland? A. Generally not. 

Q. The Baltimore Company does not supply to Penn 
Water or Safe Harbor voltage regulation services or any 
power factor cooperation, or any frequency control? A. 
Generally not. 

Q. When does it supply? You say generally not. A. 
I say that because the back-feed received from Maryland, 
under the conditions referred to at this point in the record, 
is received in the same manner that interchange services 
are received, and when interchange services are being re¬ 
ceived, it is the responsibility of the receiving company to 
provide the necessary voltage regulation, necessary 
capacity services, the necessary frequency control, and the 
necessary power factor cooperation. 

Q. And the company which supplies the energy under 
these interchange arrangements does not supply these 
other [17710] electric services? A. As a rule, no, that 
is correct, except by special arrangement, which are sepa¬ 
rate arrangements. 

Q. And does the Baltimore Company generally not 
supply capacity or spinning reserve when it supplies 
energy? A. Generally not, that is correct. 

Q. Have you examined meter readings to ascertain 
whether the Baltimore Company did supply any r. v. a.? 
A. I have examined a lot of meter readings on the log 
sheets as recorded on the log sheets of the companies, and 
I find that Baltimore Company almost never provides any 
reactive kva in such connection. There are a few occa¬ 
sions when very small amounts of such service are pro¬ 
vided. 
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Q. Has Penn Water ever called on the Baltimore Com¬ 
pany to provide spinning reserve? A. No, it doesn’t 
have to during those conditions. It has ample for itself. 
Q. But does it, in fact? A. No. 

• # • 

[17747] Q. What I have reference to is perhaps explain¬ 
able by reference to the sentence in your testimony which 
begins on line 7 where you say “The electric services so 
rendered are rendered jointly.” 

[17748] Now by saying that those services were so ren¬ 
dered jointly what did you mean as to what Penn Water 
did that is different from what it would be if Penn Water 
supplied those services by itself. 

• • • 

[17749] The Witness: If these electric services were not 
rendered jointly Penn Water would have to operate much 
differently than it now does, both as respects the supply 
of reactive KVA and the other electric services. 

• • • 

[17750] The Witness: I cannot state specifically what 
Penn Water would do differently but I know it would do 
something differently. 

• • • 

Q. Is there anything in the physical operations of 
Penn Water which enables you to characterize, as you do 
in line 8, the services which it renders as joint services? 

• • * 

[17753] The Witness: The answer is yes. 

• • * 

Q. What? 

Mr. Myse: I object to that, Mr. Examiner. That 
calls for at least several days’ testimony. It is all set 
out fully in his direct examination in the case in chief. 

Trial Examiner : What makes yon think it is going 
to call for two days’ testimony? 
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Mr. Myse: Well, Mr. Examiner, it took that to put 
it in in the first case in chief. 

Trial Examiner: Why did yon put it back in the 
rebuttal? 

Mr. Myse : I haven’t put that question in rebuttal. 
I keep repeating, Mr. Examiner, the whole line of 
cross-examination is outside the scope of the witness’ 
direct examination. 

Trial Examiner: If this witness had covered the 
question of joint services, why did you put in that last 
sentence? 

Mr. Myse : In order to rebut the statement of Mr. 
Roland at page 912 on line 11 of the record. 

Trial Examiner: The objection is overruled. I 
think counsel’s statement is sufficient justification for 
the [17754] cross. 

• • • 

The Witness: In order that I may answer it as spe¬ 
cifically as possible, which services are we talking about 
and to whom? 

By Mr. Wahrenbrock: 

Q. The question goes to the services which you are 
referring to in lines 7 and 8 and the two companies which 
you name in lines 2 and 3, to which those services are sup¬ 
plied? A. Yes. Penn Water alone cannot perform the 
necessary physical operations and Safe Harbor must co¬ 
operate in the performance of those physical operations in 
order that the proper amounts of electrical services may 
be supplied both to Pennsylvania Power and Light and to 
Philadelphia Electric. The physical operations I have in 
mind are the physical control of the electrical facilities, 
including the turbine and generators, the transformers, the 
switching equipment; I am also referring to the availability 
of the necessary indicating instruments which are essential 
to the proper control of the flow of electric services and 
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the facilities that need to be controlled in connection there¬ 
with. 

Q. I am sorry, Mr. Spaulding; that does not answer 
the question. 

• • • 

[17755] The Witness: I cannot be any more specific than 
I was in my last answer. 

Mb. Wahrenbrock: May I have the last answer 
read? 

(Answer read.) 

The Witness: I am referring to the answer that was 
struck. 

• • • 

[17771] Q. Well, doesn’t Baltimore supply three-phase 25- 
cycle energy which is utilized by the railroad for its re¬ 
quirements, its single-phase requirements? A. No. 

• • • 

Q. Isn’t it a mere matter of connection of transformers 
in order to be able to utilize energy at a single-phase from 
three-phase facilities? 

• • • 

The Witness: That is possible with the proper con¬ 
nections [17772] and arrangement of transformers, but 
Baltimore does not have such facilities for doing that. 

• • • 

[17775] Q. Then is it true that your testimony was not re¬ 
ferring to all of the backfeed energy received by Penn 
Water from Maryland as referred to by Mr. Roland at 
pages 935 to 941? 

• • • 

[17776] The Witness : Mr. Roland did not show the amount 
of the backfeed energy received by Penn Water from Mary¬ 
land. He referred only to the amounts after it was de¬ 
livered to Safe Harbor. I was talking about the same 
backfeed energy he was except that the amounts are dif- 



2092 


George W. Spaulding, Cross 


ferent in two respects: First, he used gross flow and I used 
hourly nets. Second, he metered it at one end of the line 
and I metered it at the lower end of the line in Maryland. 

• • • 

[17805] Q. Do you agree that two-thirds of the entire out¬ 
put of Safe Harbor is sold to Baltimore Company and one- 
third to Holtwood? 

• • • 

The Witness: I don’t know. 

• • • 

[17809] Q. Do you know whether Baltimore receives two- 
thirds of the energy output of Safe Harbor, either by de¬ 
livery to it of energy, or by the delivery to others for the 
account of Baltimore of energy? A. No, it does not re¬ 
ceive two-thirds by those tw’o methods. 

Q. Why not? A. Because it doesn’t. 

Q. In what respect does it not? 

Hr. Myse: Mr. Examiner, I think that question is 
[17810] argumentative, and objectionable on the 
grounds that it is too vague. 

Trial Examiner: Yes. 

By Mr. Wahrenbrock : 

Q. Is it your point that when delivery is made to some¬ 
one else for the account of Baltimore that it is not de¬ 
livered to Baltimore? A. To whom does it make de¬ 
liveries for the account of Baltimore? 

Q. To the Pennsylvania customers. A. No delivery 
is made to Pennsylvania customers for the account of Bal¬ 
timore. Notwithstanding Mr. Roland’s testimony, no de¬ 
livery is made to Pennsylvania customers for the account 
of Baltimore. I don’t think Baltimore wants to be in inter¬ 
state business right now, either. So I am surprised they 
would contend that. 
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Q. I wish you to refer to transcript 16619, if you will, 
please. When you say that net meter readings are used for 
interchange accounting and billing, do I understand you to 
mean that amounts of energy supplied in one direction are 
offset against corresponding amounts supplied in the other 
direction? And only the difference is paid for in dollars 
and cents? 

• • • 

[17811] A. Within the same hour, yes, sir. 

• • • 

Q. Would you agree that by that process the [17812] 
corresponding amounts during the same hour are, in effect, 
traded? A. No. 

Q. Or bartered, for each other? A. No, I would not. 

Q. Why not? A. Because I don’t think they are. 

• • • 


[17839] CARL WILLIAM WATCHORN. 

• • • 

[17840] Ee-Direct Examination (Continued). 

• • • 

[17848] By Mr. Sparks : 

• • • 

Q. Now I refer you to page 15616 where Mr. Goldberg 

was referring to the questionnaire used in the gathering of 
data on hydroelectric units and where at lines 4 to 7 he 
asked you to ascertain the number of utilities to whom the 
questionnaire was sent, the number which responded, and 
he also asked you to obtain a copy of the questionnaire and 
bring it into the hearing [17849] room. 

Are you now prepared to furnish the data there re¬ 
quested and do you have a copy of the questionnaire before 
you? A. I do. 

Q. All right. Will you proceed to give the data re¬ 
quested by Mr. Goldberg at that point? A. The ques- 
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tionnaire was sent out to 72 companies in the United States 
and Canada, of which 37 responded, many of them for 
several years and some for only one year. I have a copy 
of that questionnaire and explanatory notes with me. 

• • • 

[17851] Re-Cross-Examination. 

By Mr. Goldberg: 

Q. With respect to the questionnaire sent to 72 com¬ 
panies in the United States and Canada, you said 37 re¬ 
sponded, many of them for several years and some for one 
year only. How many of the 37 responded for several 
years? A. I don’t know. 

Q. Approximately. [17852] A. The data was with 
respect to 295 units and the responses accounted for 1,092 
unit years. On the average that would result in 3.7 years 
of experience as to each of the units. 

• • • 


[17898] EDWARD S. LOANE. 

• • • 

[17899] Direct Examination. 

By Mr. Sparks : 

Q. Mr. Loane, I show you a copy of a document en¬ 
titled “Results of Certain Corrections Made to Exhibit 
64,” which document consists of 13 pages of text and 
several pages of tables in the back, and which has been 
identified as Exhibit 351, and ask you if you prepared that 
exhibit? A. Yes, sir; I did. 

Q. Was that exhibit prepared by you in the light of 
the Examiner’s ruling that Exhibit 350 would not be ad¬ 
mitted in evidence because of certain defects which the 
Examiner referred to? A. Yes, it was. 

Q. Is Exhibit 351 a revision of your Exhibit 350? A. 
Yes, sir. 
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[17901] Cross-Examination. 

By Mr. Goldberg : 
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[17916] Q. When you referred to the table V-b at the bot¬ 
tom of page 12 and the top of page 13 and suggest the 
change of cost of backfeed energy from Baltimore to a 
cost computed on a daily net basis, do you there have refer¬ 
ence to Article 6 of Item H in this proceeding? A. I 
suppose it would ultimately get back to that, but I re¬ 
ferred to the billing which was carried out when there was 
[17917] actually billing for the backfeed. 

Q. Did you conclude that billing was under Article 6? 
A. I know it is. 

Q. What billing are you referring to? A. Exhibits 
which Mr. Spaulding introduced referring to the billing, 
I think back in 1931 or 1932. 

Q. Just that one year? A. Prior to that, too, from 
1927 on, we had such billings. 

Q. You say there was billing from 1927 on for back¬ 
feed. Is that right? A. I believe so. 

Q. Have you personally checked that? A. I know it 
is so in 1931 or 1932, whichever year he has. 

Q. The only year that you are certain about is 1931 or 
1932. Is that right? A. Yes. 

Q. Was there billing all through the year or just for 
one month of that year? A. Whenever there was that 
daily backfeed in those years. 

Q. Do you know of your own knowledge for what 
months there was billing in 1931 or 1932? A. It seems 
to me the last billing there was September, 1932. I am not 
sure. 

[17918] Q. Exhibit 367 presented by Mr. Spaulding shows 
billing for backfeed for November, 1931. Are you familiar 
with that exhibit? A. I have seen it before. 
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Q. Is it your statement that there are hills for back¬ 
feed from the year 1931 in addition to the one which has 
been marked as Exhibit 367? 

• •• 

The Witness: I don’t know. 

By Mr. Goldberg : 

Q. When you referred to the existence of billing, did 
you have Exhibit No. 367 in mind? A. No. I was more 
certain about September, 1932 bill, which was the last time 
such billing was carried out. 

Q. That is what you had in mind, at least? A. 1 
also knew of the exhibit. 

Q. In connection with your statement on page 13 re¬ 
garding the basis for the adjustment of the cost of the 
backfeed energy from Baltimore Company, did you take 
into consideration any of the other provisions of Items H 
and I? [17919] A. I didn’t take into consideration any 
of it. 

• • • 

[17921] By Mr. Reiblich: 

Q. Mr. Loane, you would agree, would you not, that 
the combined Baltimore-Safe Harbor-Holtwood system is 
operated as a unified power pool in the interests of overall 
system economy. 

• • • 


The Witness: That is right. 



